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Foreword 



Six yeara ago a Tax Foundation study 
projected the outlook for state-local 
government finances in the decade 
ahead^ under a carefully specified set of 
assumptions. The 1966 study^ Fiscal 
Outlook for State and Local Oovemment to 
1975p accurately foresaw a number of 
developments which have since occurred. 
Yet in various respects^ the course of 
events has veered from the path as- 
flumed) with the result that both revenue 
and expenditure levels are now running 
far higher than was suggested by 
developments up to the mid-1060's. 

By their nature^ projections are not 
predictions or forecasts. They can tell 
only what will happen under the assump- 
tions specified. When the course of 
events departs significantly from earlier 
assumptions^ the projected levels of 
activity become outdated^ and it is time 
for a new assessment of the outlook. 

Tliis study^ accordingly^ is designed 
to revise the previous projections of 
state and local finance made for the year 
197d» and to present new estimates 
extending to 1080. The background sec- 
tion (Chapter II) gives a capsule view 
of developments since 1965» the cutoff 
date for the previous study^ and 



describes the approach and method- 
ology^ underlying assumptions^ and gen- 
eral plan of this study. 

Within the economic environment 
specified^ the study estimates the levels 
of expenditure for each major state-local 
function which would prevail in 1975 
and 1980 with reil rates of increase per 
workload or population unit equal to 
those of the 1960^s. The revenue 
potential from present sources and 
prospects for debt financing are next 
analyzed. Based on these magnitudes^ 
and other claims on state-local funds> 
the study evaluates the prospective 
ability of state and local governments 
generally to meet their financial obliga- 
tions during the 1970's. 

Elsie M. Watters, Director of Studies, 
was primarily responsible for the re- 
search and preparation of this study. 

The Tax Foundation is a private^ non- 
profit organisation founded in 1937 to 
engage in non-partisan research and 
public education on the fiscal and man- 
agement aspects of government. It 
serves as a national information agency 
for individuals and organisations con- 
cerned with government fiscal problems. 

Tax Foundation^ Inc. 
October 1972 
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I. 

Summary and Conclusions 



LonK the leading ''grov/th^^ sector of 
the e«.onomy» state-local government 
finance gained added momentum in 
the period froiu 1965 to 1970» as a new 
and higher growth rate was superim- 
posed on the previous pattern. General 
spending rose from $75 billion in fiscal 
1905 to $131 billion in 1970, or more 
than three-fourths, \nnual rates of 
expansion, which had eased to 7^ per- 
cent in the first half of the sixties, 
jumped to an average 6f 12 percent in 
the last half and extended up to 13 and 
14 percent in the most recent years re- 
ported, far exceeding increases in any 
other major sector of the economy. 

The rise in expenditures was met in 
part from expanded revenues from 
existing sources, generated by economic 
growth and inflation, as well as through 
rapidly rising Federal grants. The added 
amounts from these sources, however, 
we«'e insufficient to sustain the upsurge 
in spending. To make up the difference, 
state-local government units levied new 
taxes, raised the raies of taxes in efTect, 
put higher price tags on services sold— 
almost doubling these nontax revenues— 
and borrowed amounts which increased 
their financial indebtedness by 44 per- 
cent. 

As of mid-1972, state-local budgets 
generally were in a more comfortable 
Bnancial position than had been experi- 
enced for many years. This condition 
resulted largely from extensive statutory 
tax increases in 1971^ the accelerated 
pace of economic activity, and the sharp 
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rise in Federal categorical grants in 
1971 and 1972. There were also indica- 
tions that the expansion in revenues was 
accompanied by some reduction in 
the rate of expenditure increase. More- 
over, the states and localities, by the 
end of fiscal 1973, were still to receive 
some $8 billion in Federal grants under 
the revenue-sharing program enacted in 
late 1972. 

This study probes the influences be- 
hind recent trends in state-local finance, 
and attempts to ferret out the dominant 
influences during the remainder of the 
seventies. Revised projections of state- 
local finance for fiscal year 1975 update 
those published by the Tax Foundation 
six years ago, and new projections are 
presented for 1980. 

The findings of the study furnish 
grounds for cautious optimism con- 
cerning the state-local fiscal outlook. 
Under the couditionfi assumed, general 
spending and revenues would grow at a 
pace which would tend to generate 
surpluses of some $13 billion in 1975 and 
$9 billion in 1980. 

The optimism springs from the inr^\ 
tion that general revenues from w 
existing structure, without legislative 
changes in tax rates and with Federal 
aid programs as now legislated, would 
produce somewhat more than enoUi;h 
to provide real cost inCieases per »^v*ke 
unit equal to thc^e experienced duving 
the sixties as a whole. The major 
element tending to mitigate the rise in 
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Table 1.1 
State-Local General Expenditures 
Actual and Projaetad, Fiscal Yaars 1960-1980 



Amount (blll.'ons) 



Actual 



Projactad 



Parcant Incraasa 



(':<nGtlon 



1960 1970 



1975 1980 



1960- 
1970 



1970- 
1980 



Total 
Education* 

Local schools 

Higher education 
Highways 
Public welfare* 

Cash payments 

Medical care 
Health and hospitals 
All othar 



$51.9 
18.7 
15.2 
3.2 
9.4 
4.4 
3.3 
.5 
3.8 
15.5 



$131.3 
52.7 
37.5 
12.9 
16.4 
14.7 
7.4 
5.0 
9.7 
37.8 



$214.8 
80.7 
55.5 
21.8 
23.0 
27.1 
13.4 
10.0 
17.6 
66.3 



$320.0 
116.9 
78.9 
33.2 
29.8 
39.5 
19.7 
14.2 
29.9 
104.0 



153 
182 
147 
324 
74 
233 
123 
923 
155 
144 



144 
122 
111 
157 
82 
169 
167 
182 
209 
175 



a. Inl^fud•■ itamt not ihown leparataly. 

Sourctt Actual data from U.S. Dapartment of Commarca, Buraau of tha Canaua; projactlona by Tax 
Foundation. 



spending is the expected leveling in en- 
rollments in educational institutions and 
in the number of welfare recipients. 
The outlook for a somewhat higher rate 
of inflation for the seventies than in the 
sixties as a whole, as incorporated in 
the projections, tends to narrow the 
full savings that might otherwise result. 

Apart from the caveats implied in 
the study's assumptions, the ability of 
states and localities to achieve a lasting 
state of Bnancial balance is predicated 
on: (1) policy decisions as to how poten- 
tial surpluses will be used; (2) future 
Federal policy with respect to grant-in- 
aid programs; (3) the manner in which 
the current controversy over local public 
school Bnance is resolved; and (4) the 
willingness of state-local units to cut 
back from recent accelerated rates of 
expenditure growth to increases which 
are more in line with longer-term 
averages. 



The fourth caveat deserves special 
emphasis. State-local spending in recent 
years has grown at rates (13 and 14 
percent annually) which are not sustain- 
able over an indefinite period without 
new legislative initiatives to enlarge the 
revenue base. There is of course nothing 
inexorable about the continuation of any 
particular historical spending pattern. 
However, in a rapidly rising sector of 
the economy, where aspirations seem 
persistently to reach new pinnacles, 
temptations to spend available funds 
will be powerful. To some extent dis- 
satisfaction over high taxes may be off- 
setting. Perhaps the most realistic 
interpretation of this study's findings is 
not that surpluses will actually occur, 
but that the states and localities will 
have greater discretion in shaping tax, 
spending, and debt policies— more alter- 
natives from which to choose — than in 
many years. One possibility is the rare 
option of tax rate reduction. 
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Expenditures 



AccordiiiR to tlie proj^u^tions, HiaU)- 
local genoral spoiuling will rise from $131 
billion in fiscal 1970 to $320 billion in 
19H0. (See Table 1.1.) The ton-year rise 
of 144 percent would bo somewliat less 
than the 153 percent growth in the 
past decade. In terms of ann\ial rates, 
the 1970-1980 rise is equivalent to 9.3 
percent, compared to a 9.7 percent 
annual rate in the sixties a^ a whole. 
Higher rates, averaging 10 percent 
annually, are portrayed in the first 
half of the projection period, slowing to 
8 percent in the latter half of the 
decade. 

Education and welfare are the two 
most costly services, and together ac- 
counted for nearly three-fifths of the 
rise in total spending from 1905 to 1970. 
Slower growth in both of these cate- 
gories is expected in the seventies. For 



all other services combined (i.e., the 
total less education and welfare), out- 
lays are seen as rising at annual rates 
somewluit liigher tluin in the decade of 
the sixties, reflecting differential rates 
of growth in prices. Among the major 
categories of expenditure, the greatest 
proportionate growth shows up in 
sanitation and sewerage, liealtli and 
hospitals, welfare, interest on general 
debt, and the variety of functions 
grouped under '^miscellaneous.'* 

Spending would continue to rise at 
rates above population and income 
gains, with outlays per $1,000 of per- 
sonal income growing from $109 in 
1970 to $194 in 1980. In per capita 
terms, the rise is from $044 in 1970 
to $1,386 in 1980, or 115 percent. The 
indicated per capita spending level in 
1980 is almost five times the 1960 
amount (Table 1.2). 



Table 1.2 

Per Capita Expenditures for Selected State-Local Functions 
Actual and Projoctadt Fiscal Years 1960-1980 



Amount 



Actual 



Projected 



Percent increase 



Function 



I960 1970 



1975 1980 



1960- 
1970 



1970- 
1980 



Total general 


$289 


$644 


$993 


$1,386 


123 


115 


Education 


104 


259 


373 


506 


148 


96 


Highways 


53 


81 


106 


129 


5? 


60 


Public welfare 


25 


72 


125 


171 


193 


137 


Health and hospitals 


21 


47 


82 


130 


124 


173 


Police and fire 


16 


32 


48 


70 


101 


120 


General control' 


12 


23 


34 


49 


95 


114 


Interest on general debt 


9 


21 


35 


54 


131 


152 


Sanitation and sewerage 


10 


17 


40 


49 


74 


193 


Housing and urban 














renewal 


5 


10 


17 


25 


119 


141 


Other general 


35 


82 


133 


203 


133 


147 



a. Includes financial admlnlatratlon. 

Source; Actual data from U.S. Department of Commerce« Bureau of the Ceniui; projections by Tax 

(foundation. 
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Education 

Forty cents of r^ery dollar of state- 
local general outlays supports public 
education. The cost of education is 
estimated to increase from $53 billion 
in 1970 to $117 billion in 1980, or by 
122 percent. This averages out at 8,3 
percent annually, as compared to a rate 
of 10.9 percent in the period from 1960 
through 1970. I^ocal public schools will 
continue to account for over two-thirds 
of the total; however, greater propor- 
tionate increases are expected in colleges 
and universities. A relaxation in enroll- 
ment pressures is expected to exert a 
dampening influence on increases in 
both current and capital spending. 
Whereas local public school enrollments 
rose by 10 million (nearly one-third) 
during the sixties, they have already 
reached a plateau at around 46 million, 
where they are expected to remain 
throughout the seventies. While college 
enrollments will go up by about the 
same absolute number as in the past 
decade (200,000 additions a year), the 
percentage rate is less than half as much. 
Based on trends in the sixties, operating 
costs per student in local public schools 
would rise by over 8 percent annually, 
and those in higher education by 6 per- 
cent per year. 

The slowing in enrollment growth of 
public schools and colleges alone will 
"save** states and localities close to $30 
billion by 1980; i.e., spending would be 
$30 billion higher in that year if en- 
rollments and per student costs wore to 
grow as rapidly as in the 1960-1970 
decade. 

Local public school costs, despite the 
stationary enrollments, would more than 
double between 1970 and 1980, rising 
from $37 billion to $79 billion. The full 
study discusses possible developments, 
including changes in methods of fuianC'* 



ing, which would raise the projected 
spending levels. 

In contrast to a more than quad- 
rupling in outlays for higher education 
in the sixties, these costs are estimated 
to rise about 2^- times, from $13 billion 
in 1970 to $33 billion in 1980. 

Public Welfare 

Public welfare turned up the biggest 
surprises in recent years. Long the 
third-ranking state-local function in 
terms of dollar costs, welfare moved into 
second position— next to education— in 

1971. In the first half of the sixties, wel- 
fare spending grew at 7J percent an- 
nually; in the ensuing five years, at 18 
percent a year. Unusually large increases 
continued into 1971 and 1972. 

The number of welfare recipients rose 
from 7.8 million in 1965 to 13.8 million 
in 1970, and by June 1972 had reached 
15 million, nearly 11 million of whom 
were in the aid for families with de- 
pendent children (AFDC) category. A 
number of socio-economic and program 
factf>rs contributed to the sharp rise* 
Some grew out of the war on poverty^ 
such as formation of community action 
groups to help the poor, the National 
W( Ifare Rights Organization, and the 
civil rights movement in general. All 
these factors contributed to a greater 
awareness by the poor of their legal 
right to public assistance. Court decis- 
sions, and state actions expanding 
programs to take advantage of matching 
Federal funds, were also contributing 
factors. 

Recent trends suggest that many of 
these pressures influencing the growth 
in caseloads during the Inst half of the 
sixties may have spent their major 
force. In the 12 months ending June 

1972, the increase in cash payment 
recipients was only 7 percent, in com- 
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parison with 21 percent in the preceding 
12 months. Moreover, recent initiatives 
at both Federal and state levels will 
tend to restrain state-local outlays for 
money payments, medical services under 
Medicaid, and social services. 

The burgeoning in AFDC caseloads 
was perhaps the most dramatic factor 
on the wolfare scene in recent years, 
and accountwl for 40 percent of the 
rise in welfare spending during the six- 
ties. The increase in costs of medical 
assistance as a result of implementing 
the 1905 Federal law establishing Medi- 
caid, however, represented 45 percent of 
the total inc;rease. 

The projections indicate total welfare 
outlays of Sl^O billion in 1080, more than 
2| times the 1070 amount of $15 billion, 
with the general expansioti spread among 
cash living allowances, medical pay- 
ments, and other services. The projecited 
annual increase rate, 10 percent, com- 
pares with about VA percent from 1060 
to 1070, and with considerably higher 
rates in recent years. 

iUgtmayn and Streets 

The provision and maintenance of 
Some ;{.8 million miles of highways and 
streets represents the third ranking 
state-local service in terms of dollar 
costs. The highway share in state-local 
budgets declitied markedly during the 
sixties and is expected to fall further 
during the seventies, The projections 
indietite an expenditure ris(H)f 82 percent 
from 1970 to 1980, from $10 to $30 
billion. The projc<!ted atmual rate, 0.1 
perc(nit, is abov(; that of the sixties, 
but significantly lower than for other 
major functions. Hccause (jf (;xtrcm(;ly 
large increases in highway construction 
and maintenance costs, the real volume 
of work has been, atul is projecteil to be, 
virtually on a plateau, (.-apital outlays 
make up al)out two-thirds of highway 
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outlays; maintenance expenditures, how- 
ever, are increasing at a faster pace. 

To some extent highway spending is 
restrained by existing financing arrange- 
ments, especially in the face of pressures 
for spending on projects with seemingly 
higher social priorities. A number of 
new I'ederal highway pn)grams have 
opened up in recjent years, and others 
can be expected as the 42,r)00-mile 
interstate system, four-fifths of which is 
open to traffic, nears completion (now 
scheduled for 1070). Although three- 
fourths of all roads and streets lie outside 
the Federal aid system. Federal policy 
will continue to exert a strong influence 
on state-local highway developments. 

Health and HoHpitah 

Spending for health and hospitals, 
the fourth largest cat(!gory, is projected 
to rise from less than $10 billion in 
1070 to $30 billion in 1080, approxi- 
mately tripling. The rate-— 12 percent 
aimually— is higher than that of the 
sixties as a whole, and above that 
indicated for most other services. 

State-local governments own and 
operate 2,2r)7 hospitals, serving an 
average of 030,000 patients daily in 
1070. The institutions provide care for 
97 percent of patients in all psychiatric 
hospitals, about three-fourths of those 
in long-term general hospitals, and for 
over one-Hfth of those in short-term 
general hospitals. 

Recent trends, as incorporated in the 
projections, imply thatstate-local health 
and hospital services have lield their 
share of the market among all pul)lic 
and private provid(»rs of sucli services 
and will contiiuie to do so in tlie years 
ahead. In pjirticular, the administrative 
role of stnte-local hospitals in the 
nation\s total luis been maintained, both 
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Table 1.3 
State-Local General Revenue 
Actual and Projected, Fiscal Years 1960-1980 



Amount (billions) 



Actual 



Projected 



Percent increase 



Function 



1960 1970 



1975 1980 



1960< 
1970 



1970- 
1980 



Total 


$50.5 


$130.8 


$227.6 


$329.0 


159 


152 


State-local sources 


43.5 


108.9 


179.2 


262.1 


150 


141 


Taxes 


36.1 


86.8 


140.3 


201.1 


140 


132 


Current charges 


5.3 


14.9 


25.7 


39.5 


180 


166 


Miscellaneous 


2.1 


7.2 


13.2 


21.5 


245 


197 


Federal grants 


7.0 


21.9 


48.4 


67.0 


213 


206 



SourcB: Actual data from U.S. Department of Commerce, Bureau of the Cenius; projections by Tax 
Foundation. 



for general patients and those needing 
specialized treatment. 

On the other hand, out-of-pocket 
oosts to state md local treasuries have 
not risen as fast as outlays. These 
hospitals beer me more ''self-supporting" 
during the sixties, as the share of current 
expenditures financed from fees and 
user charges rose from 27 percent in 
1960 to 39 percent in 1970. Medicare and 
Medicaid appear to bo largely re- 
sponsible. These developments confirm 
indications six years ago to the effect 
that the financial responsibility of stated- 
local units for health and hospitals 
might diminish with the introduction of 



new financing, but that the administra- 
tive role would generally be maintained 
or enlarged. 

Other Expenditures 

The four most costly functions dis- 
cussed above make up about 70 percent 
of all state-local general spending. Out- 
lays for the mixed category— ''all other," 
including such services as police and 
fire, hitc»rest on debt, sanitation and 
si»werage and others— are projected to 
rise from $38 billion in 1970 to $104 
billion by 1980, or 175 percent, at a 
rat(» somewhat higher than in the sixties 
generally. 



Revenues 



Significant changes iti state-lo(!al rev- 
enue structures took place during the 
sixties. The most rapidly rising revenue 
source— in percentage; terms— was state 
ifuiomo taxation. State and Federal aid 
grow far more rapidly than receipts 
from local sources. As a result, the share 
of local governments in financiiig slate- 
local programs dropped from 4!) perceiit 
in lUnO to 39 perc(»nt in 1U70. Uevemics 
raised by lo(«aliti(vs in 1970 were al)out 



13 percent ($8 billion) less than they 
would have been under the 19(50 
distribution of intergovernmental finan- 
cial responsibilities. 

M()r(H)ver, the performance of the 
prop(;rty tax, begiiuiing about the 
middle of the sixties, refl(»ct(»d these 
trends. In the postwar period up to 
1900 the property tax provided between 
4(5 and 48 percent of state-local taxes. 
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This share drf)pped to 44 percent l:.y 
1965 and further to 39 percent by '970, 
the latest year reported. In terms of itp 
eontribution to total state-local geneiul 
revenues from all sources, the decline 
was even more precipitous— propcMvy 
tax yields fell from about 33 porceni, of 
these revenues in 1960 U) 26 percent in 
1970. 

Based on th(^ 1970 structure, general 
revenues are projected as rising from 
$131 billion in 1970 to $329 billion by 
1980, or about 2 J times, somewhat 
less than during the previous decade. 
(See Table 1.3.) 

These are the amounts the present 
revenue system, without further tax- 
raising legislation or new Federal aid 
programs, would produce. If the present 
tax system were left to itself, total 
taxes would rise to around $201 billion 
by 1980, about 2.3 times their size in 
1970. The outlook would be for a 
continuation of more intensive use of 
individual income taxes, stability in 
general sales tax shares, and further 

Over-All 

Under the conditions assumed, general 
reveimes would exceed spending by 
around $13 billion in 197r) and by $9 
billion in 1980, or by 6 percent and 3 
percent, respectively. The margins are 
not large, t it surpluses of even this 
magnitude would be unusur ! for the 
general accounts. These accounts are 
usually in a deficit position because of 
the long-standing tradition of fitiancing 
sizable portions of j:apital outlay by 
borrowing, plus some use of short-term 
borrowing. I/mri proceeds are tiot in- 
cluded in ''revenue," and the retiremetit 
of debt issues does not vAxior as m 
"expenditure." The full study explores 
debt atul other transa(itiotis and their 
relationship to the general aecoutits. 



declines in the role of selective sales, 
property, and miscellaneous taxes. The 
property tax, although its role in the 
structure would continue to decline, as 
has been the pattern in recent years, 
would still be by far the largest single 
tax source, with yields of around $50 
billion by 1975 and $70 billion by 1980. 

Nontax revenues from state-^local 
own sources are projected to grow from 
$22 billion in 1970 to $61 billion in 
1980. 

Federal grants-in-aid, $22 billion in 
fiscal 1970 (and an estimated $43 billion 
in fiscal 1973), are seen as rising to $67 
billion by 1980. The projections assume 
the legislative extension of the recently 
enacted Federal revenue sharing pro- 
gram to 1980. For categorical aid pro- 
grams, the projections imply that grants 
will grow commensurately with state- 
local expenditures for the associated 
programs. By 1980 Federal aid would 
account for 20 percent of state-local 
general revenues, up from 17 percent in 
1970. 

Finance 

The study also examines forces in- 
fluencing debt financing, and finds that 
growth in debt during the sixties was 
far less than in the previous decade 
and that outstanding debt rose much 
less rapidly than did revenues and 
expenditures. Total debt, around $70 
billion in 1960, was equal to 1.48 times 
annual general revenues from state- 
local own sources; by 1970, while debt 
had risen to $144 billioti, its ratio to 
own-source revetmes had dcclitied to 
1.12. According to the projections, total 
debt would rise to $310 billion by 1980. 
(See Table 1.4.) 

Aruuial long-term borrowing for new 
capital is projected to rise from $18 
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billion in 1970 to $26 billion in 1975 
and $35 billion by 1980. Cash and 
security holdings of state-local units — 
exclusive of insurance trust systems for 
pensions and other purposes— are esti- 
mated to rise from $64 billion in 1970 
to $145 billion in 1980. These represent 
funds held as offsets to long-term debt, 
funds from the sale of bonds held pend- 
ing completion of construction^ con- 
tingency reserves^ and working capital. 

Concluding 

Within the economic environment 
specified, tliis study has attempted to 
answer two basic questions: (1) What 
would the existing revenue structure 
yield in the seventies if left alone — that 
iSf without new or higher legislative 
increases in taxes^ with nontax sources 
following their past trends^ and with 
Federal grants based on programs al- 
ready in effect? and (2) What levels of 
expenditures could be expected with 
rates of improvements in state-local 



Examination of the broader scope of 
state-local financial transactions leads to 
a narrowing of the potential surpluses 
as shown in the general accounts^ but 
the difference rests mainly on somewhat 
arbitrary assumptions built into the 
model as to the amounts of borrowing^ 
debt retirement » and additions to liquid 
assets. Actually state-local officials can 
exercise a considerable degree of discre- 
tion in such decisions. (See Table 1.5.) 

Statement 

services per workload or population unit 
equal to those of the sixties as a whole? 

It has been shown that^ given the as- 
sumptionSi the present revenue system^ 
at existing tax rates^ will produce about 
2^ times as much in 1980 as in 1970. 
Growing expenditure requirements 
would pre-empt much of this growth. 
There would, however, within this 
framework of analysis, bo a budget 
margin of some $13 billion— around 6 



Table 1.4 



Perspectives on State-Ltftal Debt 
Actual and Projected, Fiscal Years 1960-1980* 



Fiscal year 


Total debt 
outstanding 
(billions) 


Debt as percent of 

Own-source Personal 
revenues Income 


Actual: 








1960 


$ 70.0 . 


148 


17 


1965 


99.5 


146 


19 


1970 


143.6 


124 


18 


Projected: 








1975 


211.2 


112 


18 


1980 


310.0 


113 


19 



a. Debt at of the end of the fiscal year. 

Sourer: Actual data from U.S. Department of Commerce, Bureau of the Census i projections by Tax 
Foundation. 
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Table 1.5 

Summary of Source and Use of Major State-Local Government Funds* 

ActHal and Projtcted, Fiscal Yaart 196S-19I0 
(Billions) 



ActHal 



SoHfct or use 



196S 



1970 



Projocttd 



1975 



1910 



Source of funds: 
General revenue 
Profit on liquor stores 
New long>term security issues 
Other borrowingi> 
Total funds available 

Use of funds: 
General expenditures 
Long-term debt retired 
Employee retirement 
Deficit on utility operations 
Additions to liquid assets 
Total funds required 

Funds available less funds 
required 



$74.0 


$130.8 


$227.6 


$329.0 


.3 


.4 


.5 


.6 


11.2 


12.8 


25.9 


34.7 


1.1 


4.2 


1.5 


1.5 


86.6 


148.2 


255.5 


365.9 



74.5 


131.3 


214.8 


320.0 


5.0 


7.0 


10.0 


15.0 


1.8 


3.3 


6.1 


11.2 


1.0 


1.2 


2.3 


3.8 


4.5 


3.7 


9.7 


10.4 


86.9 


146.5 


242.9 


360.3 


-.3 


+1.6 


+12.6 


+5.6 



ExcludM r«c6ipts, •xpendlturcs. and liquid tssats of socl«l lnsur«nc« sysUms; utility tnd liquor 
•toro oporotions oro ontorod on a not basis. Also oxcludos soma Intarfund and othar transactions 
not datailad saparataly in Buraau of tha Cansus raports. 
b. Nat incraasa In total dabt outstanding minus tha diffaranca batwaan loni-tarm dabt <ttuad and 
ratirad. 

Sowfca; Actual data from U.S. Dapartmant of Commarca» Buraau of tha Cansua; prolactlons by Tax 
Foundation. 



percent— in 1675, with the percentage 
shrinking somewhat by the end of the 
decade. Experience with past budgets 
suggests that such margins are highly 
volatile. 

Nevertheless, the projection results do 
not foretell broad general problems of 
fiscal crisis for state and local govern- 
ments. Nor do they suggest a rosy 
financial future for each of the 71,000 or 
so taxing jurisdictions. There are needs 
not being met, and acute fiscal problems 
in some areas, particularly in some large 
and old cities. How to solve these 
"pocket*' problems within our present 



intergovernmental revenue system, de- 
spite years of discussion, still remains 
something of an enigma. 

Finally, the projections imply no 
value judgment as to how much of the 
nation's total resources should be chan- 
neled into the public sector, how much 
should be financed by each level of 
government, or the suitability of dif- 
ferent tax sources in supporting govern- 
ment programs. Future decisions on 
these broad policy questions, as they 
evolve, will have an extremely important 
influence on the actual course of state- 
local finance in the seventies and beyond. 

10 
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II. 

Background and Assumptions 



Six years ago» analysis of the financial 
outlook for states and localities led to 
the conclusion that^ at least in the 
aggregate^ these governments were bet- 
ter off than was generally realized. The 
projections were based on information 
available through fiscal year 1965 and 
on assumptions which seemed appropri- 
ate in the existing economic and social 
setting. Under the conditions specified^ 
the conclusions were that existing rev- 



enue structures— mthout new or higher 
statutory rates of taxes^ and with growth 
in Federal aids already legislated — 
could support expenditure increases 
averaging about 7 percent annually in 
the decade ending in 1975. Taking into 
account probable caseloads^ costs^ and 
prices, the study found that this rate of 
increase could take care ot real im- 
provement in over-all state-local services 
at the same rate as in the previous 



Table 2.1 

Comparison of 1965-Based Projections for State-Local Finance 
and Actual Results for Fiscal Year 1970 



General revenues 



Own Federal General 
sources grants Total expenditures 



Billions of dollars 



Projections: 

Original amounts'' 88.3 20.3 108.6 105.9 

Adjusted for "excess" price 

growth^ 100.7 23.1 153.8 120.7 

Actual 108.9 21.9 130.8 131.3 

Percent deviation, actual versus projections 



Actual compared to: 
Original projections^ +23.3 +7.9 +20.4 +24.0 

Projections adjusted for "ex- 
cess'' price growth^ +8.1 -5.2 +5.7 +8.8 



a. Original proiactlont ware praiantad in ftiCMl Outlook tor SUto snd Local Qo¥0rnmont to i9?Bt Tax Foun* 
dation* Naw York* 1966. 

b. Tha original projactiona aaaumad a ganaral price riae of 1.6% per year* 1965 to 1970; the actual riae 
waa 4.25% annually. Adiuatmahi for thia differentiil reaulta In raiaing the 1965-baaed projectlona by 
14% for 1970. 
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Table 2.2 

Annual Rates of Change, Selected Price and Cost Measures 

1960-1970 
(Parcent) 

Series 1960-1965 196S-1970 



Consumer price index 1.3 4.2 

Medical care prices 2.5 6.2 

Hospital daily service charges 6.2 13.4 

Construction costs 2.7 6.6 
lnf)plicit price deflator— state-local 

purchases 3.1 6.0 

Average annual employee salaries: 

State-*local 4.3 7.0 

Private industries 3.7 5.5 



Soiiret: Cumputad from data publithad by U.S. Oapartmant of Commerct. 



decade, and—other financing con- 
sidered—surpluses were a possibility in 
1970 and 1975. 

While the rate indicated was lower 
than the annual growth in outlays 
during the lOoo-Go decade— somewhat 
over 8 percent— there were a number of 
signs suggesting a tempering of the 
future rate of increase. The potentially 
decelerating influences were primarily 
manifest in the changing population 
patterns that lay ahead, and the 
catching up that had been achieved on 
investment backlogs accumulated during 
the forties. 

The l96S''BaBed Projections and 
Recent History 

It scarcely needs saying that the 
course of events thus far has deviated 
substantially from the path indicated by 



the projections. In the first five years 
following the 1965 benchmark, general 
revenues grew not at the rate of 7 per- 
cent annually, but by 12.1 percent; 
at the same time spending rose by 
12.0 percent a year. By 1968, expendi- 
tures had almost reached the levels 
which had beeii projected for 1970; and 
by 1970, they were 24 percent above 
the amounts projected. Revenues were 
20 percent higher (Table 2.1). 

What caused these substantial dif- 
ferences? The major villain was inflation. 
The projections assumed moderate rates 
of general price increase, accordhig to 
the trend of the first part of the sixties. 
The actual experience was that general 
prices went up three times as rapidly in 
the latter half of the sixties as in the 
first half. The "excess'^ rise in prices, as 
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compared to the assumed rate, ac- 
counted for a sizable portion of the 
spread between projected and realized 
levels for fiscal 1970. Even with the 
adjustment for general prices, however, 
the 1970 outlays were nearly 9 percent 
higher than the projections, and 
revenues about 0 percent higher. 

General price measures are not, of 
course, altogether suitable for adjusting 
public expenditures for price effects, 
because governments buy only limited 
quantities of the kinds of things that 
go into the market basket of the typical 
American family. There were similar 
' 'unanticipated' ' increments — above 
those in general prices — in state-local 
outlays for personal services, which 
make up about two*fifths of expendi* 
tures, as pressures were put on budgets 
to meet employee salary increases 
averaging 7 percent annually (com* 
pared to 5^ percent in the private 
sector). (See Table 2.2.) Prices paid for 
construction prcjects, hospital and 
health services, and still other items 
important in state-local budgets, ad- 
vanced far more rapidly than did con- 
sumer prices generally. Reflectitig these 
influences, the implicit price deflator 
for state-local purchases of goods and 
services rose at an annual rate of 6.0 
percent from 1965 to 1970, nearly 2 
percentage points in excess of the annual 
rise in consumer prices generally.^ 

Adding to these difficulties was the 
struggle of states and localities to 
finance their share of the explosive 
growth in welfare— both cash living 
allowances, and increases in the costs of 
new Medicaid programs far exceeding 



official estimates made when Federal 
enabling legislation was enacted in 1965. 
There were some moderating influences 
as had been foreseen, placing restraints 
on expenditure growth in the latter 
part^f the sixties. For example, the 
earlier, decline in birth rates led to 
slackening in the rate of increase in 
public school enrollments and in other 
services for children. Growth in service 
requirements for the aged moderated, 
reflecting slower increases in the num- 
bers in this age group as well as extended 
Federal social insurance coverage, in- 
cluding Medicare. But such retarding 
influences were more than offset by 
others working in the opposite direction. 

Economic growth and inflation also 
had the effect of automatically gen- 
erating additional revenues, but not to 
the extent of the expenditure increase* 
To meet the rise in spending, state-local 
general revenues were increased from 
$74 billion in 1965 to $131 billion in 1970 
($57 billion), or by over three-fourths 
(Table 2.3). Federal aids, rising rapidly 
in this period, provided $11 billion of the 
added revenues, but four-fifths of the 
increment came from sii^te-local own 
sources, a great deal of it from tax- 
raising legislation. In addition, the 
states and localities almost doubled their 
revenues from charges and fees and 
miscellaneous sources from 1965 to 1970. 
Moreover, to pay for large capital out- 
lays, not all of which are financed from 
general revenues, state-local units bor- 
rowed in amounts which brought their 
gross debt at the end of fiscal year 1970 
to $144 billion, 44 percent higher than 
five years earlier. 



1. SUte-local expenditufei, when adjuited for the rlie In cotiiumer prlc6i< rote at an annual rate of 
7.6 percent from 1905 to 1970. at compared to 5.7 percent annually when adjutted by the Implicit 
price iidflator. Thit deflator, prepared by the Bureau of Economic Analytit, U.S. Department of 
Commerce, it preferable to the contumer price Index In tome retpectt In trantlating current-dollar 
ttate-local expendituret Into real termt. It hat two dittlnct ditadvantaget, however: It treatt 
increatet In government employee competuatlon at price lncreatet< allowing for no rite In pro* 
ductlvity or quality: and It excludet trantfer paymentt. 
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Table 2.3 

Solected Measures of Change in State-Local Finance 

Selected Fiieal Years, 1960-1970 
(Dollar Figuras in Billiont) 



Percent IncreaM 



Sarins 




1965 


1970 


1960-1965 


196S-1970 


1960-1970 


Total 6xp6nciitur6s 


161.0 


$86.6 


$148.1 


42 


71 


143 


General, total 


51.9 


74.5 


131.3 


44 


76 


153 


Education 


18.7 


28.6 


52.7 


53 


85 


182 


Public welfare 


4.4 


6.3 


14.7 


43 


132 


233 


All other 


28.8 


39.7 


63.9 


38 


61 


122 


Capital outlay 


15.1 


20.5 


29.6 


36 


44 


96 


Current operations 


45.9 


66.0 


118.4 


44 


79 


158 


Total revenues 


$60.3 


$87.8 


$150.1 


46 


71 


149 


General, total 


50.5 


74.0 


130.8 


47 


77 


159 


Own sources 


43.5 


63.0 


108.9 


45 


73 


150 


Taxes 


36.1 


51.2 


86.8 


42 


69 


140 


Other 


7.4 


11.7 


22.1 


58 


88 


198 


Federal grants 


7.0 


11.0 


21.9 


58 


98 


213 


Gross debt 


$70.0 


$99.5 


$143.6 


42 


44 


105 


Wages and salaries 


$25.2 


$38.5 


$66.5 


53 


73 


164 


Number of employees 
(thousands)* 








5,530 


6,849 


8,501 


24 


24 


54 



a. FulMlmt •quivaltnt basis. 

Soufca: Basic data from U.S. Dapartmant of Commarca. Buraau of tha Canaua, and Buraau of Economic 
Anaiytit. Computations by Tax Foundation. 



Underlying Assumptions 
in This Study 

Recent developments have heightened 
awareness of the fact that state-local 
finance is responsive to circumstances 
and events which also have an important 
impact on other sectors of the economy^ 
including the individual business con- 
cern. These influences cover a broad 
range of natural, social, economic^ and 
political elements— both domestic and 
international. Underlying the projec- 
tions is the basic assumption that there 
will be no revolutionary change in any 
of those factors during the sevetities. 
In particular, it is assumed that the 
extent of United States involvement in 



international military conflicts will be 
no greater than at present. Another 
caveat is that there will be no serious 
depression; the projections are con- 
sistent, however, with short-run cyclical 
swings such as those which have oc- 
curred since World War II. 

Population. Population trends are 
important in appraising the outlook, as 
regards both growth in numbers and 
changes in characteristics such as age, 
regional location, urban-rural-suburban 
distribution, ethnic composition, and 
other attributes. Trends in most of these 
characteristics during the 1970's seem 
likely to follow along the patterns 
experienced in the past decade. Total 
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Table 2.4 



Population of Selected Age Groups 
Actual and Projected, 1960-19t0* 



Year 


Total 
population 


Elementary 

and 
secondary 
school age'> 


College 
age" 


65 and 
over 


a-44 






Number (thousands) 




Actual: 
1960 
1965 
1970 


180,684 
194,592 
204,800 


44,196 
50,002 
52,518 


16,122 
20,202 
24,625 


16,659 
18,162 
20,156 


92,177 
96|696 
103,956 


Projected: 
1975 
1980 


217,375 
233,798 


49,969 
49,985 


27,714 
29,360 


21,859 
23,703 


112,658 
122,711 



Numerical change (thousands) 



1960-1970 24,116 8,322 8,503 3,497 11,779 

1970-1980 28,998 - 2,533 4,735 3,547 18,755. 

Percentage change 



1960-1970 +13.3 +18*8 +52*7 +20.9 +12,8 

1970-1980 +14.2 -4*8 +19*2 +17*6 +18*0 



At of July 1. 
c. Agn 11-24. 

Soufca; U.S. Dtpartmant of Commercoi BurMu of the Centut. 



population is projected to rise from 
around 205 million in 1970 to 234 
million in 1980, 1.3 percent annually, 
the same rate as in the past decade.^ 
There will, however, be some significant 
changes in the age distribution with 
implications for sf nt'^-local finance. 

Projections for selected age groups in 
1975 and 1980 are showi i in Table 2.4. 
These estimates reflect tl e effect of de- 
clining birth ratcs» result) ag in a reduc- 
tion in the population of elementary and 
secondary school age, and a slackening of 
more than one-half in the rate of growth 



in the college-age group. The number 
65 and over will continue to rise at 
rates above those of the population at 
large and at about the same rate as in 
the sixties. 

One particular age characteristic 
merits mention because it affects poten** 
tial economic output. That is the labor 
force age group. Whereas this group is 
defined technically as those aged 16 
and over, most workers are fri)m ages 
21 through 64. Almost two-thirds of 
total population growth in the seventies 
will be in these age groups (21-64), as 



2. See Appendix I for a range of alternative projectkmn. 
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compared to less than one-half the 
population increase during the sixties. 

General liconomy. Present indica- 
tions are that tli« labor force will rise 
from 86 million in 1970 to 101 million 
by 1980, or by If) million persons. This 
represents an unnual increment of 1,5 
million, or 1,6 percent. (See Table 2.0.) 
Assuming productivity gains of 2.5 
percent per worker,^ gross national prod- 
uct, measMred from 1969, would rise 
by 4.1 percent annually in constant 
dollars. The projections are also based 
on the assumption that general price 
inflation will gradually taper off from 
its n^cent high rates of over 5 percent to 
3.5 percent annually by 1973 and will 
drop further to 3.0 percent in the latter 
half of the seventies. 

If these assumptions materialize, gross 
national product it; current dollars 
would rise from $929 billion in 1969 to 
$1.5 trillion in 1975 md $2.1 trillion by 
1980. Measured from calendar year 
1970, when the economy was in roces- 

3. This rate is for both the public and private ae 
wh£.t higher, since Rovemment productivity is 



sion, the ciirnMit-dollar projected rise 
for tlu* deead(> is 120 percent, or slightly 
over S percent annually, It can also be 
assumcnl that changes in income dis- 
tribution will continue to follow trends 
in th(» past decade, with larger and larger 
portions of all families sliiftlng to 
higher income brackets and a decline in 
the portion with income below sub- 
sist(»n(H5 levels. 

Methodology 

In state -local govorimients decisions 
to spend are generally not made inde- 
pendently of revenue* considerations. 
Most government units are required to 
have balanced budg(»ts for current 
operating purposes, and n^strictions are 
placed on the amount.s which can be 
borrowed. Tiiis linkage* between spend- 
ing and taxing i,s mosl obvious in the 
case of the propc»rty tax, for which rates 
are .set periodically in c(mncction with 
coiusideration of hjcal expenditure plans, 
e.g,, in school districts. Similarly, the 

ctors; for the private sector alonu. the rate is some- 
held constant in the national income accounts. 



Table 2.5 

Projections of Selected Economic Aggregates 
1970-1980 



Projected 



Series 


Actual 
1970 


1975 


1980 


Labor force (millions) 


85.9 


9?. 8 


100.7 


Gross national product (billions): 
Cunent dollars 
1969 dollars 


$974 
923 


$1,510 
1,183 


$2,140 
1,446 


Index numbers (1969 = 100): 
General prices 
Productivity 


100.0 
100.0 


127.7 
116.0 


148.0 
131.2 



Source: Actual data from Bureau of Labor Statistics, U.S. Department of Labor; and Bureau of Economic 
Analysis. U.S. Department of Commerce; projuctions by Tax Foundation. 
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govornors present to state legislatures 
budgets incorporating an expenditure 
plan, along with a revenue plan, often 
including a request for new or increased 
taxes. 

There can also be a reverse effect. 
Knowledge of the availabilit}' of a given 
sum in revenues, if it seems larger than 
anticipated expenditure, is likely to 
evoke pressures for spending the ''sur- 
plus," giveti the apparently insatiable 
aspirations for more and better govern- 
ment services (and higher salaries) 
characteristic of the times. 

The projections generally do not take 
into account the potential interdepend- 
ence of revenue and expenditure deci- 
sions. Expenditures are projected for 
each major function separately without 
regard to the manner in which they are to 
be financed.^ Wherever possible—mainly 
in education and public welfare— the 
method utilized Ih that of projecting 
caseloads, unit costs, and prices, based 
on legislative programs already in effect. 
However, an "improvement" factor per 
unit is added — equal to the real rate of 
change during the sixties as a whole. 
TliUs to the extent that expenditure 
increases per caseload during the past 
decade were the result of legislative 
changes, similar effects are carried over 
into the projections. 

VoT functions for which caseloads are 
not readily identifiable or subject to 
enumeration, outlays are projected on 
the assumption that real per capita 
incniases will be equal to the rates 
experienced in tlie po.rif)d from 1960 to 
1970. It should be emphasized that the 
period of the sixties was not homo- 
geneous. Whereas the first half was 
characterized by moderate increases in 
state-local expenditures, the rates of 



expansion accelerated markedly in the 
second half. The projections assume 
that these recently accelerated rates of 
change will moderate, yielding a trend 
pattern in between the extremes experi- 
enced in the two periods. 

As for revenues, tax yields are pro- 
jected on the baais of the 1970 tax 
structure, adjusted for new state tax 
enactments in 1971, but exclusive of 
any future new taxes or statutory 
increases in existing rates. Two cate- 
gories of receipts do take account of 
expenditure trends: revenues from user 
charges and fees are estimated by linear 
extrapolation of recent trends in their 
relationship to expenditures by function; 
and the share of categorical Federal 
grants-in-aid is projected as rising com- 
mensurately with state-local expendi- 
tures for the associated functions, with 
some adjustments for Federal grants 
enacted recently.' 

The outlook for debt financing is con- 
sidered to be a function of projected 
levels of capital outlay. On the expendi- 
ture side, the projected levels of general 
spending are adjusted upward for addi- 
tional financial requirements, such as 
increases in liquid assets commensurate 
with growth in debt and scale of 
operations. 

Concepts and D^finitiona 

Although the study draws on data 
prepared by various agencies, the con- 
cepts and definitions used in the pro- 
jections are those of the Governments 
Division, Bureau of the Census, of the 
U.S. Department of Commerce. The 
Census classifications provide a frame- 
work for analysis and synthesis of major 
government functions into meaningful 



4. See Appendix I for dotalled mothodotogy for each function. 

5. In particular, allowance haa been made for (a) general revenue gharing enacted In 1072 for a 
flve*year period, with the projectloni aMumlng continuation of thli program at a tlmllar level 
through 1080: and (b) Federal grantfl under the ''clean-water** bill approved In 1072. 
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totals. While some other agencies 
provide more abundant detail on their 
operations, comparable data are not 
available for all functions of govern- 
ment. 

Throughout the study, principal em- 
phasis is on the general government 
sector^ which encompasses all govern- 
ment revenue and expenditure except 
that for utility^ liquor store^ and 
insurance trust amounts.* These latter 
activities are generally^ though not 
always^ self-supporting. 

Content and Organization 

Chapters III through VI deal with 
expenditures for the major functional 
groupings— education, welfare, health 
and hospitals, and highways. In Chapter 
VII a summary of expenditures is 



presented for all functions, along with 
per capita and related data. Revenue 
considerations constitute the subject of 
Chapter VIII. The final Chapter pre- 
sents projections for other operations 
(non-general ) which require partial 
support from general funds, and the 
outlook for over-all finance. 

In treating each major subject, an 
attempt is made to define the concept 
of activity under consideration^ to 
analyze historical trends with a view to 
identifying the underlying causal factors 
and gaining better perspective on future 
trends^ and to present the assumptions 
behind the projections^ along with the 
projections themselves. Background 
material of limited interest to the 
general reader, and detailed assumptions 
utilized in the study^ are contained in 
the Appendix. 



f . The term utlUUet here relates only to water lupply. electric power, gu supply, and traniit lyatema 
owned and operated by local goveramente. Other commerdaUtype operationi of government-* 
port fadlitiei, airports, housing projects, and toll agencies— are treated as part of the general 
government sector. QotirntntiUat Finanm in iP69-70, Bureau of the Census, U.S. Department of 
Commerce, Washington, D.C., 1071, p. 1. 
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III. 

Expenditures for Education 



Forty cents out of every dollar of 
state-local general expenditure goes to 
support education. Among all levels 
of government, education outlays rank 
second only to those for national de- 
fense. More than .50 million students 
attend publicly controlled schools and 
colleges, nearly one out of every four 
members of the population at large, and 
instructional staffs number close to 3 
million. Four-fifths of all educational 
expenditures are made by publicly 
controlled institutions. 

State-local spending for education, 
lo2.7 billion in fiscal 1970, was almost 
three times its level at the beginning 
of the decade, with the greatest accelera- 
tion occurring in the last five years. In 
recent years funds allocated to educa- 
tion have represented a stable portion 
of state-local budgets, but have grown 
consistently at rates above the rise in 
personal income and in population.^ 

Reports of problems and limitations 
in the educational system make fre- 
quent headlines, whereas achievements 
often go virtually unnoticed. Inputs do 
not necessarily correspond to outputs, 
but the figures demonstrate that efforte 
have been substantial. During the 
sixties, for example, public institutions 
awarded 23 million high school diplomas 
and a large share of the nearly 8 million 
college degrees earned. State-local in- 



stitutions added over 850,000 persons 
to their instructional staff, and invested 
$70 billion^ in educational buildings and 
other capital facilities. Among other 
influences, these developments contrib- 
uted to rising educational levels in the 
population at large. For example, today 
nearly four out of five 18-year-olds are 
high-school graduates; ten years ago the 
portion was only two out of three. 
Moreover, for persons 25 years old and 
over, the median number of school 
years completed rose to 12.2 in 1970, 
as compared with 10.6 in 1960 (and 8.6 
years in 1940). 

The intergovernmental arrangements 
for financing and administering public 
education are shown in Table 3.1. Local 
schools administer (and disburse) about 
70 percent of all educational outlays 
through funds provided in part by 
grants-in-aid from higher levels, pri- 
marily states. The states have principal 
responsibility for administering higher 
education, although their financial role 
in local school support is greater. From 
a budgetary standpoint, about 40 per- 
cent of state general expenditures go for 
education (direct and intergovern- 
mental) and 47 percent of local funds. 
Although amounts have risen somewhat 
in recent years. Federal outlays for 
education make up only about 2 percent 
of Federal general spending. 



1. The relationship of spending for gpeclflc functions to total budgets and to population and Income 
Is shown in Chapter VII. Data on enrollments and Instructional staff as discussed here are basted 
on material in Digest of Educational Statistics and related publications of the U.S. Department of 
Health. Education, and Welfare, office of Education. Expenditure data are from the U.S. Depart* 
ment of Commerce, Bureau of the Census. 

2. In dollan of purchasing power. 
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Local Schools 



I/)cal public schools enroll nearly 4(5 
million students, nine out of ten of the 
combined total for public and private 
schools, and employ an instructional 
staff of 2M million (Table 3.2). In 
fiscal 1070 public school outlays totaled 
S37.r) billion, 2^ times their size ten 
years earlier.^ This growth reflected an 
expansion of almost one-third in en- 
rollmentsi a doubling of per student 
outlays for current operations, and a 
rise of three-fifths in capital outlays. 

Until very recent years tremendous 
expansionary pressures have been 
exerted on public school finance — by 
sharp increases in the population of 
school age, although other cost factors 
have also ris(3n. From 1950 to 1970— 
public school enrollments grew by 20 
million, an average of 1 million per 
year. This was in sharp contrast to 



previous experience. At the turn of the 
century the nation's public schools 
enrolled around 15 million. The numbers 
rose gradually to 25 million by around 
1930, and remained almost unchanged 
throughout the thirties and forties. Thus 
the numerical rise since 1950 has been 
twice the increase recorded during the 
entire first half of the twentieth century.* 

Influences behind Recent Trends 

The postwar upsurge in births, leading 
to a larger population of school age by 
the early fifties, was accompanied by 
other developments increasing public 
school enrollments. Except for some 
lessening in enrollment growth, the 
sixties generally witnessed a continua- 
tion of long-term trends. Increasingly 
larger portions of the school-age popula- 



3. ** Local schools'* comprise all direct expenditure by local governments, regardless of the source of 
funds, for education other than for institutions of higher education. Direct spending by states for 
public schools is not Included. Also excluded are local government contrlbutionfl to teacher retire- 
ment systems, interest on school debt, and debt retirement. Current expenditures cover Instruc- 
tion— salaries, free textbooks, supplies, etc.: administration: plant operation and maintenance: 
and miscellaneous school servlcoa principally linked to attendance, pupil transportation, school 
lurches (on a gross basis), recn^ation, and others. 

4. In relative terms the rise was 80 percent from i960 to 1970. and 07 percent ft-om 1900 to 1060, 



Table 3.1 

Expenditures for Public Education by Level of Government 
and Type of Institution 

Fiscal Year 1970 
(Millions) 



Type 



All 
govern- 
ments 



Level of government 



Federal 



State 



Local 



Total expenditures 
Intergovernmental 
Direct 
Local schools 
Higher education 
Other 



(a) 

(a) 
$55,771 
37,461 
12,924 

5,385 



$8,897 
5,844 
3,053 



3,053 



$30,865 
17,085 
13,780 
437 
11,011 
2,332 



$38,970 
32 

38,938 
37,024 
1,914 



a. Entries not additive because of overlapping Intersovernmental payments. 
Source; U.S. Department of Commerce, Bureau of the Census. 
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Table 3.2 

Selected Factors Affecting Local School Finance* 
Stiected Years, 1959-CO — 1969-70 



Percent Increase 



Period 



Annual rate 



Factor 


1959-60 


1964-65 


1969-70 


1959- 
64 


1964- 
69 


1959- 
64 


1964- 
69 


Enrollment and staff 
















(thousands): 
















Population, aged 
















5 to 17 


43,209 


49,661 


52,841 


14.9 


6.4 


2.8 


1.2 


Enrollment private 
















ana puDHc: 
















Total 


40,782 


47,716 


51,319 


17.0 


7.6 


3.2 


1.5 


Private 


5,600 


6,300 


5,700 


12.5 


-9.5 


2.4 


-2.0 


Public 


35,182 


41,416 


45,619 


17.7 


10.1 


3.3 


1.9 


Elementary 


26,911 


30,025 


32,597 


11.6 


8.6 


2.2 


1.7 


Secondary 


8,271 


11,391 


13,022 


37.7 


14.3 


6.6 


2.7 


Public schools: 
















Average daily at- 
















tendance 


32,477 


38,600 


42,283 


18.9 


9.5 


3.5 


1.8 


Instructional staff, 
















total 


1,463 


1,811 


2,270 


23.8 


25.3 


4.4 


4.6 


Classroom 
















teachers, total 


1,355 


1,648 


2,014 


21.6 


22.2 


4.0 


4.1 


Elementary 


832 


940 


1,108 


13.0 


17.9 


2.5 


3.3 


Secondary 


524 


708 


906 


35.1 


28.0 


6.2 


5.1 


Other instruc- 
















tional staff 


108 


163 


256 


50.9 


57.1 


8.6 


9.5 


Ejqaendltures: 


$15,166 














Total (thousands) 


$21,966 


$37,461 


44.8 


70.5 


7.7 


11.3 


Current 
















(thousands) 


12,263 


18,679 


32,803 


52.3 


75.6 


8.8 


11.9 


Capital (thousands) 


2,903 


3,287 


4,658 


13.2 




2.5 


7.2 


Current expenditures 
















per student in 
















average daily 
















attendance 


378 


484 


776 


28.0 


60.3 


5.1 


9.9 



alto pr\c% and cost Indtxtt In Ttbit 2.3. 
Soufe9: Computed from dttt publithtd by U.S. Dtptrtmtnt of Htalth, Education* and Walfara; and 
U.S. Dapartmant of Commarca, Buraau of tha Cansus. 



tion entered school, remained longer, 
and chose public rather than private 
schools. Today total school enrollment 
in all elementary and secondary schools 
equals 97 percent of the population in 



the ages from 5 through 17 years. Public 
schools absorbed 90 percent of the 
overfall rise in enrollments during the 
sixties, as the numbers in private 
schools increased less than 2 percent— 



30 

ERLC 



33 



from 5.ti million in 1959 to 57 million 
in 1969. 

Numerous influences other than en- 
rollment growth have contributed to the 
rise in public school expenditures. Table 
3.2 illustrates. The relatively greater 
increase in high-school level students 
than in elementary grades added to 
over-all pupil costs, both because of 
differentials in teachers' salaries and 
pupil-teacher ratios. In both ele- 
mentary and secondary schools, the size 
of the instructional staff grew more 
than proportionately to the growth in 
students. In the period from 1965 to 
1970 alonei 196|000 teachers were added 
to take care of enrollment increases, 
and another 170,000 to reduce pupil- 
teacher ratios. Thus pupil-teacher ratios 
in elementary schools declined succes- 
sively from 28.7 in 1960 to 27.9 in 1965 
and 24.8 in 1970. In high schools the 
ratio remained steady at 21.5 pupils 
per teacher from 1959 to 1965, but 
dropped to 20.0 in 1969-70. Generally 
rising prices meant higher expenses for 
such items as pupil transportation, 
library resources, textbooks, supplies, 
maintenance services and other goods 
and services purchased by local school 
systems,* Teachers' salaries, which make 
up three-fifths of current operf^.ing 
school costs, rose, on the average, by 
substantially more than did general 
prices. 

This analysis highlights two points: 
in recent years, as well as in the decade 
ending in 1965, factors other than en- 
rollments and general prices have ac- 
coimt'Hl for the greatest part of the 
growth in school spending; and the force 
of these factors became especially pro- 

5, 
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nounced during the latter part of the 
sixties. During the decade ending in 
1965, increases in numbers of students 
accounted for about one-third of the 
constant-dollar rise in operating costs; 
in the following years, the importance 
of enrollment gains fell to 17 percent of 
the total rise* In this context the major 
measurable factor— claiming a large 
share of the total rise — was the increases 
in average teachers' salaries above the 
rise in consumer prices. 

Trends in educational costs per 
student appear sensitive to rising in- 
comes and standards of living generally. 
One measure of this effect is seen in the 
relationship of changes in current ex- 
penditures per student to per capita 
income. On the average during the 
sixties an increase of 1 percent in per 
capita income was associated with a 
rise of 1.25 percent in per pupil outlays 
for education; that is to say, per pupil 
spending rose at an annual rate exceed- 
ing by one-fourth the concurrent rate 
of rise in per capita income (both 
measured in dollars of current pur- 
chasing power). As a result, per pupil 
current expenditures rose from 17 per- 
cent of per capita personal income in 
1960 to 20 percent in 1970. 

Although capital outlays rose far less 
rapidly than those for current opera- 
tions, the dollar levels of 1970 spending 
\^ere three-fifths higher than ten years 
earlier. Modest year-to-year increases in 
the period up to 1965 were followed by 
much sharper gains in the latter pan. of 
the period. During the entire ten-yoar 
period, over 700,000 new school rooms 
were built at total costs, measured in 
1969-70 dollars, of $46.3 billiou.« 



Numerous examplea can be cited i e.g., in the decade ending in 1968 coats of transporting pupils 
at public expense Increased 2( tlmas. reflecting the rise In enrollments, an increase in the portion 
of pupils being transported at public expense, and rising costs of operating buses; the average 
price of a hardcover book (excluding texts) rose by 77 percent: more expensive teaching equipment 
was Introduced: more attention was devoted to handicapped or exceptional children. 
Projections of Educational SiaiUiics to U.S. Department of Health, Education, and Welfare, 

Office of Education, Washington, 1971, p. 96. 
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Did the availability of funds have 
pronounced effects on school outlays in 
the sixties? The answers are not clear. 
There has been no major shift in 
intergovernmental arrangements for 
public school finance since the late 
forties (Table 3.3). The local govern- 
ment share, coming largely from prop- 
erty taxes, accounts for about 56 
percent of the total; the states through 
grants-in-aid pay 37 percent, and the 
remainder comes from the Federal 
goverunKJut, largely under provisions of 
the Elementary and Se(;ondary Educa- 
tion Act of 196') (ESEA). According 
to U.S. Office of Education estimates, 
ESEA had the effect of raising current 
school spending in 1969-70 by $4.4 
billion, or 15 percent above the level 



Table 3.3 

Percentage Distribution of Local 
School Revenue Receipts by Source 

Selected School Years, 1929-1970 

Source of funds 

School 

year" Total Local^ State Federal 



1929 


100.0 


82.7 


16.9 


.4 


1939 


100.0 


68.0 


30.3 


1.8 


1949 


100.0 


57.3 


39.8 


2.9 


1959 


100.0 


56.5 


39.1 


4.4 


1967 


100.0 


54.4 


36.6 


9.0 


1968 


100.0 


55.2 


36.7 


8.1 


1969 


100.0 


55.8 


36.9 


7.3 


1970 


100.0 


55.5 


37.0 


7.5 



a. Represents beginning date of school year. 

b. Includes other sources. 

Source; U.S. Department of Healthi Education, 
and Welfare, Office of Education. 



excluding the effects of that legislation. 
Among the effects of ESEA were the 
addition of some 200,000 classroom 
teachers in the past five years, prinei- 
pally serving to reduce pupil-teacher 
ratios in programs for the dis« 
advantaged.^ 

As regards capital spending, the 
failure of numerous school bond is.sues to 
gain voter approval in recent years has 
been higlily publicized. As Table 3.4 
indicates, in 1969 and 1970, for the 
first time during the decade, less than 
one-half of the funds sought in bond 
electrons was approved. The trend of 
approval has been downward since 1965. 
Actual bond sales and school capital 
outlay do not appear, however, to have 
been influenced significantly by the 
results of bond elections. In the latest 
years reflorted, capital outlays have 
trended upward in relation to bond 
sales. Although the evidence is not con- 
clusive, these trends cast some doubt 
on the notion that voter opposition has 
exerted strong influence in holding down 
school capital outlays.^ 

Factors Affecting the Outlook 

Local public school finance in the 
seventies will be determined by enroll- 
ment patterns, and perhaps to a greater 
extent, as was true in the sixties, by a 
host of economic and poliey variables 
influencing costs per pupil in attendance. 

Enrolhnent8. During the seventies, 
for the first time in three decades, it 
now appears that pressures on public 
school resources resulting from enroll- 
ment gains alone will be nil. While some 
uncertainties exists the outlook is gen- 



7. Ibid., pp. 63, 03. 

8. Several limitations apply to Judgmenta in this area: (a) not all bonds are subject to voter approval; 
(b) voter approval and actual sales of bonds do not necessarily occur within the same flscal year: 
and (c) there is no way of knowing how much larger capital outlays would have been in the absence 
of voter reactions. The relationship between bond sales and capital outlay is discussed in Section 
IX. 
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erally for a period of stability, with en- 
rollment levels remaining on a plateau 
at around 46 million (Table 3.5). There 
wiW be groNvth in secondary schools, 
offset by declines in elementary schools. 

The zero-rate growth in the decade 
ahead results from an expected decline 
of 5 percent in the population of school 
age (5 to 17 years), attributable to the 
lowering of birth rates in the sixties. 
Partly offsetting are two factors: (1) 
continued shifts in the portion of 
students going to public as compared to 
private schools and (2) the tendency 
of increasingly larger portions to remain 
in school until they receive high school 
diplomas. 

It should be noteil that these projec- 
tions depend in parh on assumptioub 



about future fertility rates as well as 
shifts from private to public schools. 
Thus they are subject to some error. 

Within the range of assumptions now 
generally accepted, however, the margin 
of error resulting from fertility as- 
sumptions appears relatively small. The 
choice of assumptions will not affect 
the 1975 projections, since children 
who will be in school then are already 
born. By the 1979-80 school year, the 
projections for kindergarten and the 
first four grades do depend upon the 
course of future birth rates, and total 
enrollments could vary within a rela- 
tively narrow rango.^ 

After rising slowly in the early 
sixties, private school enrollments 



0. See Current Population Reports, series P-26, No, 470 (November 1071). U.S. Department of Com- 
merce. Bureau of the CensuB. 



Table 3.4 

Public School Bond Elections and Related Factors* 
Fiscal Years 1960-1970 



Bond elections Exhibit 



Par value (mHlions) Percent of Capital outlay 

bonds passed Bond as percent of 

Fiscal year Total Passed (by value) sales bond sales 



1960 $2,672 $1,792 

1961 1,605 1,218 

1962 1,849 1,273 

1963 2,659 1,851 

1964 2,672 1,900 

1965 3,129 2,485 

1966 3,560 2,652 

1967 3,063 2,119 

1968 3,740 2,338 

1969 3,913 1,707 

1970 3,300 1,600 



67.1 


$2,198 


128 


75.9 


2,357 


122 


68.9 


2,568 


116 


69.6 


2,274 


119 


71.1 


2,570 


122 


79.4 


2,823 


131 


74.5 


2,883 


130 


69.2 


3,254 


123 


62.5 


2,917 


146 


43.6 


2,904 


160 


49.5 


2,813 


181 



a. Not all bond Issues require voter approval. 

Source? U.S. Department of Health. Education, and Welfare. Office of Education. 
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Table 3.5 

Enrollments and Attendance in Public Elementary and Secondary Schools'" 
Actual and Projected, Selected School Years, 1954-1979 



Enrollments Average 

daily 

School year*' Total Elementary Secondary attendance 



Number (thousands) 



Actual: 

1954 29 , 549 23 , 106 6 , 443 26 , 978 

1959 35,182 26,911 8,271 32,477 

1964 41 , 416 30 ,025 11 , 391 38 , 600 

1969 45,619 32,597 13,022 42,283 

Projected : 

1974 45,800 30,900 14,900 42,400 

1979 45,600 30,600 15,000 42,200 

Numerical change, 5-year intervals (thousands) 



1954-59 5,633 3,805 1,828 5,499 

1959-64 6,234 3,114 3,120 6,123 

1964-69 4,203 2,572 1,631 3,683 

1969-74 181 -1,697 1,878 117 

1974-79 - 200 - 300 100 - 200 

Percentage change, 5-year intervals 



1954-59 19.1 16.5 28.4 20.4 

1959-64 17.7 11.6 37.7 18.9 

1964-69 10.1 8.6 14.3 9.5 

1969-74 .4 ~ 5.2 14.4 .3 

1974-79 - .4 - l.O .7 - ,5 



a. Regular day schools only. 

b. Represents beginning date of school year. 

Source: Actual data and projections from U.S. Department of Health. Education, and Welfare, Office o7 
Education. Computations by Tax Foundation. 



reached a poak of 0.3 million in the 
years from 1963 through lOfiO. Since 
then the trend has been downward, with 
enrollments dropping by 400,000 (about 
10 percent) by the 1969-70 soliool year. 
The projections incorporate a furtlier 
decliiK) of 300,000 students by 1972, 
with the level remaining stationary at 



0.4 million throughout the remainder of 
the seventies. Severe deterioration in 
the financial status of private scliools, 
K ^'^ing to massive school closings, could 
of ^ourse serve to displace even more 
pupils from private schools and to add 
correspondingly more to local public 
school systems. 



10. Appeals of parochial and other nonpublic schools for Kovt^rnmont financial support from stato and 
Federal sources have thus far met with little success. Loosening of ^strlctions against such aid 
could» of course, serve to maintain levels of nonpublic enrollments, with the effect for public coffers 
showlnR up in aid to nonpublic schools rather than In the form of enrollment changes. 
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Also of potential — though lesser — 
influence on enrollments are future 
trends in nursery school attendance, 
primarily in the 3- and 4-year age 
group." Altogether, some 1.1 million 
children attend public and private 
nursery schools. The number more than 
doubled from 1965 to 1970, in spite of 
a decline in the population in the cor- 
responding age groups. The number 
enrolled in Head Start and similar 
programs sponsored by public agencies 
increased from 127,000 to 333,000 in the 
five-year period, or 162 percent. Private 
prekindergarten enrollments, however, 
still outnumber public enrollments by 
more than two to one. The number of 
3- and 4-year olds will rise from 8 
million in 1970 to within a range of 8 
and 10 million in 1980.^2 

Despite the foregoing uncertainties, it 
would appear, on balance, that the 
enrollment projections are generally 
accurate within a relatively narrow 
band for error, and that enrollment 
trends can be expected to have a 
moderating influence on future spending 
for local public schools. 

Per Pupil Expenditures. Apart from 
enrollments, there are a number of 
proposals under discussion which, if 
approved, would tend to cause spending 
per pupil to rise above rates of the 
sixties. A full discussion lies beyond the 
scope here, and no estimates of financial 
effects are attempted. At least three 
deserve mention, however: (1) recom- 



mendations for more attention to educa- 
tion of the disadvantaged, particularly 
preschool ages in urban areas (2) 
proposals for greater attention to the 
needs of an estimated 2 million "gifted 
and talented" students in secondary 
schools who can benefit from educational 
programs or services other than those 
provided by the regular school pro- 
grams;^^ and (3) numerous different 
proposals for revisions in intergovern- 
mental arrangements for public school 
finance. To some degree the trends in per 
student costs during the sixties reflect 
improvements in educational opportuni- 
ties for special groups, such as the 
disadvantaged and the gifted. The 
projections allow for similar effects in 
the seventies. Undoubtedly the largest 
questions in future educational finance 
appear to turn on the means of financing 
public schools. 

For some years proposals have been 
advanced for shifting a greater share of 
the tax burden for public school finance 
to higher levels of government, and 
away from the local property tax. Sug- 
gestions have taken various forms. Some 
Would abandon the local property tax 
completely as a source of school support; 
others take the form of attempting to 
improve state-local intergovernmei)tal 
aid formulas to remove inter-area dis- 
parities in per student educational 
resources, placing less over-all reliance 
on the property tax. Again, some groups 
advocate virtually complete state take- 



11. Data in this paragraph on enrollmenta are based on the October 1970 survey of ''School Enroll- 
ment in the United States: 1970," Current Poputation Reports^ Series P-20i U.S. Department of 
Commerce, Bureau of the Censtai* March 6. 1971. 

12. Current Poputation Reports. Series op. cU. 

13. See, for example. Education for the Urban Disadvantaged: from Preschool to Etnploument. A State- 
ment on National Policy by the Research and Policy Committee of the Committee for Economic 
Development. New York. New York. 1971. 

14. In November. 1971 , the U.S. Commissioner of Education released a report on the education of gifted 
and talented youth based on a study required by Congressional mandate under the Elementary 
and Secondary Education Amendments of 1909. Among other findings, the report noted that 
education for guch children rates a very low priority at the Federal, state, and most local levels. 
H,E.W. News, Press Release. Office of Education, Washington. D.C.. November 22, 1971. 
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over of public school costs/^ and others 
see massive increases in Federal grants 
as the solution to problems in financing 
the schools* 

Recent judicial decisions challenging 
present methods of school finance lend 
new currency to issues in school finance, 
by questioning the constitutionality of 
the local property tax as now levied for 
the support of local schools.*® A fuil 
discussion lies beyond the scope of this 
study. At heart of the issue is the fact 
that property lax collections, which 
financed some $18 billion of local school 
outlays in 1970, produce wide disparities 
among school districts in per pupil 
resources, thus leading to unequal 
educational opportunities. The U.S. 
Supreme Court will rule on an appeal 
from the Texas case in the session 
beginning in October, 1972.*' Karly in 
1972 President Nixon asked the Ad- 
visory Commission on Intergovern- 
mental Relations to study the value- 
added tax as a possible means for 
financing an expanded Federal share of 
educational costs and at the same time 
achieving other tax reforms. The Com- 
mission's niport is expected in late 1972. 

Whatever the outcome of these pend- 
ing (luostions in Federal policy, recent 
recommendations in the states suggest 
an expanded role of the states in public 
sch(K)l finance and the evening-out of 
per pupil spending disparities anuMig 



school jurisdictions. Widespread ap- 
proval of such proposals could be 
expected to raise school spending above 
the levels it would otherwise reach, for 
two reasons: (i) It is axiomatic that 
raising per pupil spending in the poorer 
districts to amounts prevailing in the 
average or above-average districts will 
increase total spending (then; have been 
few suggc'stions that spending would be 
reduced in the more wealthy districts). 
(2) Moreover, research suggests that the 
mere process of shifting fiiumcing to 
higher levels tends to lead to higher 
costs than would otherwise prevail. In 
particular, increases in the portion of 
school costs borne by the state, unless 
accompanied l)y off.sotting restrictions 
on local taxing powers, can generally 
be expected to result in higher levc'ls of 
combined state-local spending. These 
effects would result from the higher 
elasticity of state taxes and the broaden- 
ing of the total tax base, as well as 
through lessenii\g restraints on growth 
which might otherwise be exercised by 
local opposition to property tax 
increases.*^ 

Projections — Local Schools 

While uncc'rtainties (»xist on all sides, 
it is probably safer to make stronger 
assertions concerning the likelihood of 
relative stability of future enrollments 
than about future expenditures. The 



15. Ah early as 1969. for oxample. tho Advisory Commit tee on InterKovernmontal Kolations recom* 
mended state assumption of "substantially all * responsibility fo/ flnancing public school education 
(State Aid to Local Governments), Recently several state commissions and two Federally financed 
groups have made similar proposals: The President's Commission on School Finance (SchoolSt 
People A Money — The Need for Educational lieform, 1972) and National Education Finance Proj- 
ect headed by Koe L. Johns of the Tniversity of Florida {Future Directions for School Financing , . 
1971). 

16. The first of these was Sprrano r. Priest, August 30, 1971, California Supreme Court, Others followed 
in Minnesota. Texas, New Jersey, and Arizona, For a summary of the background, see David H, 
Kurtzman, "The Courts Ix)ok at Educational Equality/' Tax Hetieu\ Tax Foundation, Juno 
1072. Other references to current discussions appear in Public School Finance, Research Bibliography 
No. 40, Tax Foundation. July 1072. 

17. In Hodriguez ft aL r, San Antonio Independent School District, a three-Judge U.S, District Court 
ruled that tho present method of financing Texas public schools is in violation of both the United 
States and Texas constitutions and ordered the legislature to work out new financial arrangements. 
t'.S, District Court, Western District of Texas, San Antonio Division, Civil Action No. 68-176-SA. 
December 23, 1071, 

18. For discussion of the effect of different state*aid formulas on local school spending, see H. Thomas 
James and othei's. Wraith, Expenditure and Decision-Making for Education, School of Education, 
Stanford University. Stanford. California, 1063. p, 34 ff.. and Jerry Miner, Social and Economic 
Factors in Spending for Public Education, Syracuse University Press, Syracuse, 1963, p, 85. 
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projections appear in Tables 3.6 and 
3.7. 

Operating CosUi. Kor operating costs 
per pupil, the projections incorporate 
the pattern of increase experienced 
during the sixties. From 1960 to 1970, 
average outlays per student more than 
doubled, rising from 8370 to $776, an 
average annual rate of 7.4 percent. 
Adjusted for the rise in general prices, 
the increase was 4.7 percent per year. 
Since it is assumed that prices for the 
seventies as a whole will go up some- 
what more rapidly than in the sixties, 
the projected rate of increase in per 
student outlays from 1970 to 1980 



rises to 8.2 percent. Thus per student 
costs would go up about 120 percent, to 
a level of $1,706 by 1980. This rate of 
change, approaching T) percent per 
student ia real terms, would raise cur- 
rent local school costs by $40 billion 
between 1970 and 1980, in dollars of 
current purchasing power. Per pupil 
outlays would rise from the present 20 
percent of per capita income to around 
24 percent— or, as in the sixties, at a 
marginal rate exceeding the per capita 
income rise by one-fourth. 

Capital Outlays. Notwithstanding the 
leveling in enrollments, construction of 
new schoolrooms can be expected to 



Table 3.6 

Expenditures for Local Public Schools by Object 
Actual and Projected, Selected Fiscal Years, 1955-1980 



Fiscal year 



Total 
local 
schools 



Current operations 



Total 
current 



Average 
per pupil 



Capital 
outlay 



Actual: 
1955 
1960 
1965 
1970 

Projected : 
1975 
1980 



Amount (millions) 



$10,129 
15,166 
21, %6 
37,461 



55,466 
78,875 



$ 7,390 
12,263 
18,679 
32,803 



49,862 
71,993 



$ 274 
378 
484 
776 



1,176 
1,706 



$2,739 
2,903 
3,287 
4,658 



5,604 
6,882 



Percent increase, selected intervals 



1955-60 


50 


66 


38 


1960-65 


45 


S3 


28 


1965-70 


71 


76 


55 


1970-75 . 


48 


52 


52 


1975-80 


42 


44 


45 


1960-70 


147 


167 


105 


1970-80 


111 


119 


120 



6 

13 
42 
20 
23 

60 
48 



Sourc«; Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and pro- 
jections by Tax Foundation. 
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continue in ovdvv to serve needs created 
by such factors as migration, obsoles- 
cence, destruction by fire and urban 
development, and school reorganization 
and consolidation. The projections fore- 
see an extension of trends in the sixties, 
with the construction of 700,000 new 
classrooms during the decade, at total 
costs (1969-70 dollars) of $49 billion, 
about six percent more than in the 
sixties as a whole.'** (See Table 3.7.) 
When allowance is made for increases in 
constrtiction costs, annual expenditure 
levels would rise from $4.7 billion in 
fiscal 1970 to $6.9 billion in 1980, or 
48 percent. 



Over-All Expenditures, These com- 
ponents add up to total projected public 
school outlays of $55.0 billion in 1975 
and $78.9 billion in 1980, in comparison 
with the $37.5 billion expended in 
1970. For the decade as a whole, the 
indicated annual rate of increase is 7.7 
percent, as compared to 9.5 percent 
during the sixties as a whole, and with 
11.3 percent during the last half of the 
sixties. The differential rate of growth 
is largely accounted for by the outlook 
foi' stability in enrollments, and the 
resulting effects on both current and 
capital costs. 



Higher Education 



About two-fifths of the nation's 2,525 
institutions of higher education are 
operated by state and local govern- 
ments. These institutions enroll around 
5 million students, about 70 percent of 
the combined total in public and private 
colleges, and engage professional staffs 
of close to 000,000 persons. Among the 
public institutions, the majority— 634 — 
are two-year colleges; the 426 four-year 
institutions, however, account for over 
three-fourths of total enrollments.^** 

Measures of liigher education expendi- 
tures vary widely according to how 
"higher education" is defined. Various 
concepts are reported by different 
agencies, resulting sometimes in wide 
disparities in stated amounts of spend- 
ing. The reasons have U) do largely with 
disparate functions performed by col- 
leges and universities. In addition to 
instructing students beyond the high- 
school level, these institutions carry on 
numerous other activities, such as 
operating hospitals, experimental farms, 
laboratory schools, cafeterias, sports 



events, book stf)res, and research; and 
providing financial aid to students. 

The definition adopted here, as in the 
rest of this study, is that of the Bureau 
of the Census. Under this concept, 
revenue and expenditure for dormitories, 
athletic events, and other auxiliary 
services are on a gross basis. (On the 
whole, these activities are more than 
self-supporting.) The Census definition 
excludes from "higher education" the 
following; agricultural experiment sta- 
tions an l extension services (classed 
under natural resources); university- 
operated hospitals serving the public 
(classed under hospitals); and state 
supervision of schools and colleges, state 
tuition grants, and fellowships (all 
classed under "other education"). 

Influences behind Recent Trends 

Expenditures for higher education 
more than quadrupled in the sixties, 
rising from $3.2 billion in 1960 to $12.9 
billion in 1970. As in other activities, 
expansion in the latter half of the sixties 



19. See Appendix I for the derivation. The ba^ic projections are thoie of the U.S. Office of Education. 

20. Digest of Educational Statistics^ 1970. U.S. Department of Health. Education, and Welfare, Office 
of Education* and related reports. 



was markedly greater than in the first 
half. Table 3.8 illustrates sonoe of the 
underlying influences. 

The sheer crunch of growing eMoll- 
ments has been the most obvious factor 
in the rise in higher education costs. 
This trend stemmed in part from the 
fact that persons of college age became 
more numerous, increasing at the rate 
of 4.4 percent annually, pearly four 
times the rate of the total population. 
These effects were accentuated by the 
continuation of other trends, resulting 
in a rising portion of high-school 
graduates entering college (now 60 
percent as compared to 52 percent a 
decade ago). For public institutions, 
these influences were compounded by 
the tendency of an increasingly larger 
portion of students to enter publicly 
controlled colleges, as opposed to 
private. This development was especially 
pronounced in the latter part of the 
sixties, when enrollment in private 
institutions grew by less than 3 percent 
annually, whereas attendance at public 
institutions rose by 1 1 percent per year. 
During the sixties as a whole, public 
colleges and universitiea absorbed 85 
percent of the growth in enrollments, 
an increase for these institutions of 3.7 
million students (full and part-time), 
or 175 percent. 

Unlike the trend in local public 
schools, additions to college instructional 
staffs^ tended to rise slightly less rapidly 
than enrollments. Other influences on 
outlays— average salaries, general prices, 
construction costs — had results com- 
parable to those described above for 
local schools. 

The rise in enrollments alone appears 
to have explained more of the increase 
in expenditures in colleges and univer- 



Table 3.7 

Construction of Public Elementary 
and Secondary School Classrooms 
and Capital Outlay 

Actual and Projected for Five-Year 
Periods, Scliool Years 1955-1979 



Class Capital outlay in 

rooms 1969-70 dollars^ 

com- 

pleted Total 

School (thou- (miU Per 

year» sands) lions) room 



Actual: 
1955-59 
1960-64 
1965-69 


343 
344 
359 


$20,900 
21,600 
24,700 


$60,900 
62,800 
68,900 


Projected : 
1970-74 
1975-79 


350 
350 


24,500 
24,500 


70,000 
70,000 



a. Represents beginning data of school year. 

b. Adjusted by A&sociated General Contractors 
construction cost index. 

Source; U.S. Department of Health. Education 
and Welfare, Office of Education. 



sities than in the local public schools, 
particularly in recent years. Average 
current expenditures per student in 
colleges increased at the rate of 6.7 
percent annually fron) 1965 to 1970, or 
by 2.5 percent when adjusted for general 
price changes. In local schools, the per 
student cost increase, measured in real 
terms, was 5.7 percent. The most ap- 
parent explanation of this differential is 
that a considerable portion of the 
teachers added served to reduce the 
ratio of pupils to teachers, whereas in 
the colleges, these ratios appear to have 
remained relatively unchanged.^* 
Another l actor of influence was the 
changing mix of college students as 



21. For a diocUMion of other factors< Including the effects of studunt tmrost. tending to hold down 
public appropriations, see The Carnegie Commission on Higher Education, The More E/f*iCt1vc 
Vae 0/ Resources'^An Imperatiu for Higher Education, McOraw-Hlll. New York, 1072, pp. 28-20. 



Table 3.8 

Selected Factors Affecting Higher Education Finance* 
Selected Years, 19S9-60 - 1969-70 



Percent Increase 



Period Annual rate 



Factor 


1959-60 


1964-65 


1969-70 


1959- 


1964- 
69 


fid 


1704 
09 


Enrollment and staff 
















fthousands)i 
















PoDulation aced 18-21 


9,280 


11,519 


14 236 

, fa^V 


24 1 

fat 1 A 




d d 
4. 4 


d 3 

4. 0 


Enrollmfint. orivate 

kill wlllllwll%| lirl iVwl%W 
















and DubliCi total 


3,571 


5 280 


7 917 


47 9 


OS 9 


ft 1 
0. 1 


ft d 
0.4 


Private 


1,438 


1,812 


2 078 

fa , Wf u 


26 0 

fal' 1 w 


14 7 


4.7 


2 ft 

fa . o 


Public 


2,134 


3,468 


5,840 


62.5 


68.4 


10.2 


11.0 


Public institutions: 
















DficrfiG-crfidit nnrnll* 
















mfint. total 


1 984 


3 180 


5 2fifl 

^ , faUw 


6n 3 


65 d 

Uw . 4 


Q Q 

9. 9 


in 6 

XU. 0 


4-year 


1 628 


2 559 


3 965 


57 2 
J/ • fa 




Q 5 

9. w 


9.£ 


2*\/fiar 




621 






IvO. 4 


11 ft 
11. 0 


15 ft 
10. 0 


Full-tima fifluivalfint 


1 648 


2 671 


4 536 


62 1 

Ufat X 


6Q 8 


in 1 

lU. X 


11 7 
11 . c 


Proffissional ctaff 
















pcsitlons, total^ 


230 


353 


589 


53.5 


66.9 


9.0 


10.8 


Inctf uctlnns 1 Qtsiff 


IRQ 

107 


LOO 




AQ 7 




ft d 
0. 4 


11 1 
11. 1 


Other positions^ 


40 


70 


110 


75.0 


57.1 


11.8 


9.5 


Expenditures: 
















Total (thousands) 


$3,202 


$5,863 


$12,924 


83.1 


120.4 


12.9 


17.1 


Current (thousands) 


2,443 


4,418 


10,219 


80.8 


131.3 


12.6 


18.3 


Capital (thousands) 


759 


1,445 


2,705 


90.4 


87.2 


13.7 


13.4 


Current expenditures 
















per student"^ 


1,564 


1,764 


2,444 


12.8 


38.5 


2.4 


6.7 


Average charges per 
















student^: 
















Tuition, board and 
















room, total 


$822 


$950 


$1,198 


15.6 


26.1 


3.0 


4.8 


Tuition and re- 
















quired fees 


202 


243 


320 


20.3 


31.7 


3.8 


5.7 


Board' 


413 


436 


511 


5.6 


17.2 


1.1 


3.2 


Dormitory rooms 


207 


271 


367 


30.9 


35.4 


5.5 


6.3 



a. Sae also prlca and cost indaxati Tabia 2.3. 

b. Includat fulMima and part tima proiasalonal positions in 4*yaar and 2*yaar institutions of highar 
aducation. 

c. Includas administration and sarvicas, and organixad rasaarch. 

d. Par fulMlma aqulvalant dagraa«cradit studant. 

a. Par fulhtima undargraduata rasidant dagraa*cradit studant. 
f . 7«day basis. 

Source: Actual data from U.S. Dapartmant of Health, Educationi and Welfare, and U.S. Department of 
Commerce; computations by Tax Foundation. 
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Table 3.9 



Total and Full-Time Enrollments in Public Institutions of 
Higlier Education, by Institutional Type* 

Actual and Projected, Selected School Years, 195^1979 



Enrollments 



School year>> Total Four-year Two-year 



Total, 
full-time 
equivalent 



Actual: 
1954 
1959 
1964 
1969 

Projected: 
1974 
1979 



1954-1959 
1959-1964 
1964-1969 
1969-1974 
1974-1979 



1954-1959 
1959-1964 
1964-1969 
1969-1974 
1974-1979 



Number (thousands) 



1,359 
1,984 
3,180 
5,260 



7,023 
8,671 



1,628 
2,559 
3,965 



5,235 
6,409 



356 
621 
1,294 



1,788 
2,262 



1,306 
1,562 
2,504 
4,181 



5,542 
6,798 



Numerical increase, 5-year intervals (tliousands) 



625 
1,196 
2,080 
1,763 
1,648 



931 
1,406 
1,270 
1,174 



265 
673 
494 
474 



256 
942 
1,677 
1,361 
1,256 



Percent increase, 5*year intervals 
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20 


60 


57 


74 


60 


65 


55 


108 


67 


34 


32 


38 


33 


23 


22 


27 


23 



a. D6gr6««cr6dlt students. 

b. Represents beginning dat'^ of school year. 

Source; U.S. Department of Health. Education, end Welfare. Office of Education; end Tax Foundation 
computetions. 



between two-year institutions, where 
costs are lower, and the four-year in- 
stitutions. Still another yardstick of this 
difference lies in the comparison with 
personal income. While per pupil local 
public school current spending increased 
during the sixties at a rate one-fourth 
in excess of the rise in per capita personal 
incomes, spending per full-time college 



student rose at a rate one-tenth lower 
than the rate of rise in personal incon e. 

During the last half of the sixties 
capital outlays for higher education 
totaled $12.8 billion in current dollars, 
nearly twice the $6.7 billion spent in 
the preceding five years. With adjust- 
ment for construction cost increases, the 
increase was, however, less than three- 



id 

ERIC 
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fifths. Since lOOO capital outlays have 
been relatively stable at close to $2.6 
billion annually in current dollars, and 
have actually declined when measured 
in dollars of constant purchasing power. 

Outlook for College Enrollments 

Enrollment projections of the U.S. 
Office of Education, as incorporated in 
this study, appear in Table 3.9. On a 
full-time equivalent basis, the number 
of students is estimated to rise from 4.2 
million in 19(59-70 to 0.8 million by 
1979-80. The projected rate of increase 
for the coming decade is 63 percent, far 
below the 168 percent absorbed during 
the past decade. The numerical change, 
how3ver, will continue to be about the 
same as in the sixties as a whole, averag- 
ing 262,0C • a year. This rise will exceed 
that ot any previous period other than 
the latter half of the sixties, when the 
average year-to-year increase reached a 
peak at 335,000. 

Population in the college age group 
will grow only one-third as rapidly in 
the decade ahead as in the sixties. It is 
expected, however, that the portion 
entering college will continue to rise, as 
more 18-year olds graduate from high 
school, and a larger share of them go on 



rcduco academic and financial bar- 
riers to college entrance to a greater 
extent than in the past. To promote 
equality of opportunity, some institu- 
tions have adopted open-admissions 
policies, providing open access for all 
liigh-school graduates and otherwise 
qualified persons— at least to community 
colleges, and some also to four-year 
institutions.'^'^ The projected enrollments 
foresee a rise in the portion of high- 
school graduates going on to college 
from 60 percent at present to 68 percent 
by the end of the decade. More wide- 
spread use of the open-door policy than 
now exists would very likely be ac- 
companied by a rise in tliis percentage. 
An example at hand, perhaps somewhat 
atypical, is that of the City University 
of New York. According to a study by 
University researchers, in the first year 
after an open-admissions policy was 
introduced, the number of the city's 
high-school graduates going on to some 
form of full-time higher education rose 
from .■)7 percent in the previous year to 
76 percent .^^ 

Further lowering of financial barriers 
to college attendance could also result in 
higher enrollments, somewhat above the 
levels projected here. In some opinions. 



to college. Reinforcing th^e influences, opportunities for free education {i.e., at 



for public institutions, will be a con- 
tinuation of enrollment gains above 
those in private institutions. The pro- 
jections envisage rates of increas(* for 
the two-year colleges somewhat liigher 
than for other institutions, although 
the differential is less than in recent 
years. 

Question may be raised as to whether 
educational policy in the seventies will 



public expense) should extend beyond 
elementary and high schools at least 
through the two-year college level, and 
some institutions already follow this 
practice. Still other efforts to lower 
financial barriers take the form of 
attempts to provide additional student 
aids in the form of government-sub- 
sidized loans or direct grants to students. 
For example, proposals in the 1972 



22. 



23. 
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one organization which ha« endoraed tho open-adnilsalons policy for community collogcw in the 
CarneKlo ComminBlon on Higher Education. (See The Open-Door CoUe(ies--PoHcieB for Communiiy 
Colleoes. McGraw-Hill. New York. New York. June 1070). In making this endorsement, the Com- 
mission commented as follows: "The comniunlt.\ colleKes have a particular role to ptay In assuring 
eciuallty of opportunity to all Americans. The Commission, wliiie supporting open access, does 
not believe that all young people either want higher education or can benefit from It ♦ . ." 
Reported in The, JVrtr York Times. May 11. 1971. p. 43. 



Federal budget for student aid in the 
form of grants, work-study payments, 
and loans would raise the number of 
students aided under Federal programs 
from 1.7 million in 1969-70 to 3.9 
million in 1972-73.«* 

The costs of rising enrollments may 
be offset in part by the more effective 
use of existing resources. A study of the 
Carnegie Commission on Higher Educa- 
tion, examining the recent financial 
stringencies in public and private col- 
leges, cited the need for higher education 
to get back to its historic rate of 
increase in per student costs (i.e., rates 
experienced from 1930 to I960)." Among 
the principal sources of savings recom- 
mended by the Commission were holding 
costs per student down by generally 
halting creation of new Ph.D. programs 
and concentrating doctoral training and 
Federally supported research in fewer 
institutions; moving toward year-round 
operation to gain maximum use of 
capital facilities; cautiously raising the 
student-faculty ratio; re-examining 
faculty teaching loads; and improving 
management. 

The Carnegie Commission also sees 
"windfall" changes that should auto- 
matically serve to dampen growth in 
spending for higher education. Faculty 
salaries, for example, are seen as rising 
less rapidly than private wages and 
salaries in the seventies, instead of 
more rapidly as in the sixties. The 
continuing shift of enrollments to two- 
year colleges will slow the rise in per 
student costs. And, finally, research 
expenditures by the Federal govern- 



ment, according to the Commission, are 
likely to rise less rapidly in the seventies 
than in the sixties generally, when the 
increase averaged 10 percent annually. 

Projection s--^Higher Edna ion 

The projections assume that on the 
average, j^r student outlays— in real 
terms— will rise by 2.5 percent anunally, 
the same rate as during the sixties as a 
whole. With general price effects in- 
cluded, the annual rate becomes about 
6 percent for the decade ahead, as com- 
pared to 0.3 percent in tho sixties. From 
1970 to 1980, average per student 
operating costs would, under these as- 
sumptions, rise from $2,444 to $4,388, 
or about four-fifths (Table 3.10). Allow- 
ing for the increase in enrollments 
previously discussed, current operating 
expenditures for public institutions of 
higher education would rise by 192 
percent, as compared to 346 percent 
from 1960 to 1970. 

The indicated slackening in enroll- 
ment growth would have a similarly 
dampening influence on capital outlays. 
Studies of the U.S. Office of Education 
indicate that over a five-year period, 
each additional full-time student requires 
capital outlays of $7,867 (constant 
1969-70 dollars), very close to expendi- 
tures in the sixties. Measured from 
1969-70, however, to 1979-80, there 
would be a decline of close to 20 percent 
in constant dollar terms. Allowing for 
construction cost increases, this trans- 
lates to an increase of about one-fourth, 
wiuh current dollar capital spending 
rising from $2.7 billion in 1970 to 



24. For a deacrlptlon of these and other Federal aids, nee The Uudget of the United States aomnment, 
Appendix, Flical Year 1972, pp. 446-449. For other Federal aid proposali, see Quality and Eguatitv: 
Hetised Recommendation8--New Letela of Federal Re^ponsibilitv for Highet Education. CarneRle 
Commission on Hlghpr Education, McOraw-Hlll. New Vork. June 1970. The Commission i-ec- 
ommends Federal aids to public and private institutions of $10.6 billion In 1976-77 and $12,6 
billion In 1979-80, primarily for student aid programs, cost-of-educatlon supplements, and research. 

26. The More Effectite t/ar* of Resources, op, cit., pp. 16-19. It Is to be noted that the Commission's 
data are based on a different concept of expenditure than the Bureau of the Census definition 
utilised In this study. 
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S3.4 billion in 1980. This rate of increase 
is less than one-tenth as great as that 
which occurred from 1959 to 1969. 

Total current and capital expenditures 
for public institutions of higher educa- 
tion ara projected to rise from $12.9 
billion ii^l970 to 133.2 billion by 1980. 
Thus while expenditures during the 
sixties mord^tbatt-fjtmdrui^d, the out- 
look for the seventies is for f^rther ex- 



pansion to about two and one-half times 
1970 levels. Expressed in other terms, the 
annual rate of increase in higher educa- 
tion outlays during the seventies is 
shown as 10 percent, in conjparJ^on with 
16 percent in the past decade. 

Summary of Projections 

Table 3.1 1 summarizes the projections 
for all categories of education, along 
with historical comparisons. 



Table 3.10 

State-^Local Expenditures for Higher Education, by Object 
Actual and Projected, Selected Fiscal Years, 1955-1980 



Current operation 

Total, 

higher Total Average Capital 
Fiscal year* education current per student^ outlay 



Amount (millions, except per student) 



Actual: 

1955 $ 1,570 $ 1,258 $ 963 $ 312 

1960 3,202 2,443 1,564 759 

1965« 5,863 4,418 1,764 1,445 

1970 12,924 10,219 2,444 2,705 
Projected: 

1975 21,773 18,544 3,346 3,229 

1980 33,185 29,830 4,3P8 3,355 



Percent increase, selected Intervals 



1955^0 104 94 62 143 

1960-65<^ 92 93 20 90 

1965-70 120 131 39 87 

1970-75 68 81 37 19 

1975-80 52 61 31 4 

1960-70 324 346 67 256 

1970-80 157 192 80 24 



0. Rapratents anding date of ^»cal year. 

b. Par fulMima aqulvalant dagraa cradit anrollmant. 

c. Baglnning In 1965» axpanditurai for ''atomic raiaarch," amounting to $292 million In that yaar* ara 
axcludad from highar aducation. Projactioni follow tha naw daflnition. 

d. Parcantagaa for 1960->1965 only ara calculatad on tha oldar daflnition, which Includaa atomic raiaarch 
In both yaars. 

Sourca; Actual axpanditura data from U.S. Dapartmant of Commarca, Buraau of tha Cantut, and tha 
U.S. Dapartmant of Haalth, Education, and Walfara, Offica of Education. Projactioni and com* 
putationt by Tax Foundation. Projactioni of capital outlays are bated on office of Education datai 
adjusted to tha Bureeu of Census concept and for tha assumed rise in prices for capital 
purchases. 
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Table 3.11 

Summary of State-Local Expenditures for Public Education 
Actual and Projected, Selected Fiscal Years, 19SS-1980 



Fiscal year 


All 

institutions 


Type of institution 

Local Higher 
schools education 


Other 






Amount 


(millions) 




Actual: 










1955 


$ 11,907 


$10,129 


$ 1,570 


$ 210 


I960 


18,719 


15,166 


3,202 


351 


196S 


28,563 


21,966 


5,863 


735 


1970 


52,718 


37,461 


12,924 


2,332 


Projected: 










1975 


80,746 


55,466 


21,773 


3,307 


1980 


116,877 


78,875 


33,185 


4,817 




Percent Increase 


selected intervals 


1955-60 


57 


50 


103 


67 


1960^5 


S3 


45 


83 


109 


196&-70 


85 


71 


120 


217 


1970-75 


53 


48 


68 


50 


1975-80 


45 


42 


52 


3/ 


1960-70 


182 


147 


304 


564 


1970-80 


122 


111 


157 


107 



Percent of total educational expenditures 



1955 


100.0 


85.1 


13.2 


1.8 


1960 


100.0 


81.0 


17.1 


1.9 


1965 


100.0 


76.9 


20.5 


2.6 


1970 


100.0 


71.1 


24.5 


4.4 


1975 


100.0 


68.7 


27.0 


4.3 


1980 


100.0 


67.5 


28.4 


4.1 



Source: Actuil data from U.S. Dapartment of Commerca« Bureau of the Census; computations and 
projections by Tax Foundation. 



IV. 

Expenditures for Public Welfare 



Various concepts of "public welfare'' 
yield wide-ranging estimates of dollar 
costs. Perhaps the broadest definition^ 
developed by the Social Security Ad- 
ministration, places welfare expenditures 
under all public programs at $143 billion 
in fiscal 1970, an amount equal to 15 
percent of the gross national product 
and 47 percent of all government 
outlays.^ In this context, social welfare 
covers those activities that directly 
concern the economic and social well- 
being of individuals and families. In- 
cluded are social insurance, education, 
public aid, health and medical, veterans 
programs, public housing, and miscel- 
laneous welfare services such as voca- 
tional rehabilitation and child welfare. 
State-local units financed over S66 
biliion, or 46 percent of welfare activities 
so defined. 

The scope of public welfare v/ith which 
this section deals is more limited. Public 
welfare, as used here and as defined by 
the Bureau of the Census, covers 
''support of and assistance to needy 
persons contingent upon their need.'' 
Most aid is of two types : direct cash pay- 
ments to the needy, and vendor pay- 
ments to private suppliers for medical 
care and other services provided under 
welfare programs. Other public welfare 
spending includes the provision of direct 
services to the poor, such as institutional 



care of the needy, and administration of 
welfare activities. Services provided 
directly through government hospitals 
and health agencies, however, are classi- 
fied under health and hospitals. Simi- 
larly, the various welfare-type services 
administered in local public schools are 
included under education, instead of 
public welfare. Based on this definition, 
all government outlays for public wel- 
fare in fiscal 1970 amounted to S17.5 
billion, of which the state-local amount 
(including funds from Federal grants) 
came to $14.7 bilUon (Table 4.1). 

Federal direct outlays consist mainly 
of payments under antipoverty pro- 
grams authorized in the middle sixties. 
Slightly over half of state-local welfare 
expenditures are financed through Fed- 
eral grants, and the states pay for about 
three-fourths of the state-local share of 
costs. The states also have the major 
role in administration and direct dis- 
bursement of funds. During the sixties 
the long-term trend toward the shifting 
of responsibility for welfare from local 
governments to state and Federal levels 
continued, and has, in fact, been ac- 
celerated in recent years. Among states, 
arrangements vary as to relative state- 
local responsibilities in the welfare area; 
in recent years, however, the states 
generally have moved in the direction 



1. Alfred M. Skolnlk and Sophie R. Dalea> "Social Welfare Expenditures, 1969-70/' Soeiat Security 
Butteiint December 1970» pp. 3-17. An additional 166 billion in welfare spending was attributed 
to private sourcefl. 
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of taking over from local governments a 
greater share of responsibility. 

Most state-local expenditures for wel- 
fare are under the Federal-stato-local 
aystem known as pubJic assisUmco, The 
basic program, which has been in effect 
since the late 1930's has been revised 
frequently, both by Federal law pre- 
scribing the conditions and terms of 
Federal financial participation, and by 
state enabling legislation.^ 

Numerous types of services are avail- 
able under public assistance. The most 
significant are those providing cash 
living allowances for the needy, and 
medical assistance payments under the 
Medicaid program authorized by 
Federal law in 1905. Federal contribu- 
tions for both types of aid are limited to 



persons qualifying in one of four 
categories: the aged (OAA), families 
with dependent children (AFDC), the 
disabled (APTD), and the blind (AB).« 
To aid needy persons who do not fall 
into one of these Federally aided 
groupings, the states maintain programs 
known as general assistance (GA). 

The 1965 to 1970 Upsurge 

The sixties marked a sharp reversal 
in long-term trends in public welfare 
expenditures, and tlie effects have been 
especially pronounced in recent years. 
From 1948 to 1960 growth in welfare 
spending was the lowest among any of 
the nine major state-local functions. 
Welfare declined as a portion of total 
state-local budgets, as well as in rela- 



2. The public assistance program was autliorized by the Social Security Act of 1035, the same leKisla* 
tion which established the social security system. 

3. All those qualify itiR for money payments in one of the Federally aided categorios are automatically 
entitled to medical assistance. In addition, the Federal government will also participate in aid to 
certain persons in such categories who do not need assistance for regular living expenses but who 
require medical care beyond their moans. 



Table 4.1 

Expenditures for Public Welfare by Level of 
Government and Source of Funds 

Fiscal Years 1960, 196&, and 1970 



Amount (millions) Percentage distribution 

Level of 

government 1960 1965 1970 1960 1965 1970 



Direct expenditure— all governments 



Total 


$4,462 


$6,420 


$17,517 


100 


' AOO 


100 


Federal 


58 


105 


2,837 


1 


2 


16 


State 


2,221 


2,998 


8,203 
6,477 


50 


47 


47 


Local 


2,183 


3,317 


49 


52 


37 



State-local expanditures by source of funds 



Total 


$4,404 


$6,315 


$14,679 


100 


100 


100 


Federal 


2,070 


3,098 


7,«1B 


47 


49 


53 


State 


1,622 


2,302 


5,110 


37 


36 


35 


Local 


712 


915 


1,751 


16 


15 


12 



Source; Derived from reports of the U.S. Department of Commerce, Bureau of the Census. 



tion to personal income.* In this 12-year 
period as a whole, welfare spending 
grew at the rate of 6 percent annually, 
modestly when viewed against an over- 
all rise in state-local spending of 9 
percent per ^y^ar. During the first half 
of the sixties, welfare costs began to 
rise at a slightly faster rate, 7,5 percent 
annually, but proportionately to other 
categories. From 1965 to 1970, however, 
public welfare outlays rose from $6.3 
billion to $14.7 billion or 132 percent, 
and represented the fastest growing of 
the major state-local service categories. 
The average annual rate of this rise, 
over 18 percent, was half again higher 
than the 12 pendent increase registered 
for all stato-loc ^1 services. Thus for the 
first time since the early fifties, welfare 
expenditures rose to more than one-tenth 
of state-local budgets. 

What brought about this unusual 
growth pattern? There were a number 
of influences. Two aspects, however, 
overshadow others. The one most dis- 
cussed was the sudden, and unexpected, 
swelling in caseloads in the AFDC 
program, beginning in 1967. The other, 
of even greater dollar significance, was 
the expansion of medical assistance 
under provisions of 1965 Federal law- 
authorizing the Medicaid program. Since 
all those eligible for living allowances 
are automatically eligible for medical 
care, the ofifects of these two variables 
were reinforcing. 

Cash Living Allowances, Increases in 
cash living allowances took place as a 
result of rising caseloads as well as 
higher average payments. 

The total number of recipients in- 
creased from 7.1 million in December 
1900 to 13.8 million in December 1970, 
almost doubling (Table 4.2). This over- 
all rise took place in spite of declines 



in the number of recipients in the aged, 
blind, and general assistance groups. 
Although the disabhd category rose by 
564,000 or 170 perccMit, the major source 
of the increase wa*i in the AFDC 
category. The number on AFDC rolls 
more than tripled, rising from 3.1 million 
in 1960 to 9.7 million in 1970, This 
growth in the past decade of 6.6 million 
was over three times the increase which 
had occurred in the preceding 20 years. 
Moreover, four-fifths of the expansion 
occurred in the last half of the sixties. 
In comparison with annual increases in 
recipient families averaging 5.5 percent 
in the period from 1961 to 1966, the 
rate of increase jumped to 15 percent in 
1967, gradually accelerating to a peak 
of 36 percent in 1970 over 1969. 

Along with rising caseloads, increases 
in average payments per recipient of 
about one-third led to a volume of 
money payments of $8.4 billion in 
calendar year 1970, over 2^ times the 
amount expended in 1960. Average 
annual increases for the several cate- 
gories ranged from 2.8 percent for the 
aged, to 8.8 percent annually for the 
general assistance category, with the 
dependent children group in a middle 
range at 5.7 percent per year. These 
payment changes reflect not only legisla- 
tive increases, but changes in the f3xtent 
to which public aid supplemented other 
income available to recipients. 

Medical Assistance. The burgeoning 
in AFDC caseloads may well have been 
the most dramatic factor in the welfare 
scene in recent years. Medical assistance, 
however, had an even greater effect on 
dollar costs, especially when com- 
pounded with the growth in numbers to 
be served. While the increase in cash 
living allowances accounted for 40 per- 
cent of the rise in welfare spending 



4. The relationship of spending for specific functions to total spending and to population and Income 
Is shown In Chapter VII. 




Table 4.2 

Number of Recipients and Money Payments under 
Public Assistance Programs* 

Actual and Projected, 1960-1980* 



Actual 



Projected' 



Category 



1960 



1965 



1970'' 



1975 



1980 



Number receiving living allowances (thousands) 



Total 7,098 

Aged 2,305 

Blind 107 

Disabled 369 

Dependent children 3,073 

General assistance 1,244 



7,802 
2,087 
85 

557 
4,396 

677 



13,814 
2,082 
81 
935 
9,660 
1,056 



18,711 
2,049 
76 
1,374 
14,222 
990 



Money payments (millions) 



21,197 
2,009 
69 
1,878 

16,186 
1,055 



Total 


$3,263 


$3,996 


$8,415 


$14,504 


$21,317 


Aged 


1,626 


1,594 


1,861 


2,115 


2,345 


Blind 


86 


77 


98 


116 


129 


Disabled 


236 


417 


985 


1,913 


3,397 


Dependent children 


994 


1,644 


4,852 


9,476 


14,030 


General assistance 


320 


261 


619 


884 


1,416 






Medical vendor payments 


i (millions) 




Total 


$522 


$1,480 


$5,591 


$11,119 


$15,698 



a. Number of recipients as of December. Payments on a calendar year basis. 

b. Excludes payments for emergency assistance and to intermediate care facltitles made to some 168.000 
persons in 1970, involving outlays of $402 million. 

c. No adjustment has been made for effects of Federal legislation In 1972< serving to reduce state-local 
spending for the aged» bllnd» and disabled, as well as for medical payments. 

Source.* Actual data from U.S. Department of Health, Education, and Welfare: projections by Tsk 
Foundation. 



during the sixties, the ri.se in medical 
assistance represented 45 percent of the 
total increase. 

The 1965 Federal law establishing 
Medicaid made long-run Federal partic- 
ipation in medical welfare ccsts condi- 
tional on state actions to set up Medicaid 
programs.^ In general, the states acted 
quickly to do so. In the first three years 
following Congressional authorization of 



these programs, medical payments in- 
creased by more than 40 percent an- 
nually as the states implemented pro- 
grams. In 1969, partly in response to 
cu backs in Federal matching provisions, 
the increase fell to 14 percent over the 
previous year; the following year, how- 
ever, the rise was again accelerated— to 
19 percent. Thus from 1965 to 1970 
medical welfare c/)sts almost (juad- 



6. For a diHcusslon of this law. and statp responses, seo Afedicaid: State Programs aftar Two Vear*, 
Tax Foundation, Inc., New York. 1908. 
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ruplod, rising at tho annual rate of about 
30 perc(»nt. According to Federal budget 
,,proje(;tions, these payments will increase 
by around 20 percent annually in fiscal 
years 1971 and 1972.« 

Before the introduction of ^ledicaid, 
direct payments for medical care undcT 
public assistance were limited, and the 
state programs varied widely in the 
scope of services and eligibility condi- 
tions. Comprehensive data are lacking 
as to the number of persons receiving 
such cure before 19(57. Hy 19()7, 5.2 
million different persons received 
services under Medicaid; the number 
increased to 15 million in 1970, and 
is estimatwl at 19 million in fiscal 1972.^ 
The sharply rising caseloads under 
M(^dicaid resulted largely from expan- 
sion in the numbers getting cash living 
allowances, discussed above. Although 
medical care is available to (certain 
categories not receiving maintenance 
payments, it is estimated that over 
three-fifths of thos(; receiving Medicaid 
are eligible for cash payments; ^ledicaid 
payments on behalf of this group amount 
to 09 percent of the total* 

The cost impact of the growth in 
Medicaid r(H'ipients was accentuated by 
fa(»tors affecting costs per recipient. The 
scope of medical services available to 
clients was enhirgc^d, as F(Hl(^ral law 
provid(Hl for coverage of services for 
whi(;h r'ederal matching aid was not 
formerly available. Further, Medicaid 
programs— like other health and medical 
programs — werc^ aff(jcted by the rapid 
iruTeases in medical and health care 
prices generally.^ (S(^e page G3.) 

Other Welfare, WhWv maint(?nance 
and ni(»dical payments make up tlui 
great bulk of public assistance outlays. 



spending for related purposes has also 
been climbing almost as fast, rising from 
$1 billion in 19()0 to $2.3 billion in 1970. 
Included in this category are payments 
for institutional services in intermediate 
care facilities, social services, adnvinistra- 
tion, employee trailing, and other ser- 
vices. As noted below, some of these 
activities were affected directly by 
recent policy decisions. 

Underlying Factors 

Under a static program structure, 
some of the forces influ(;ncing treiuls in 
the number r(;ceiving public aid may 
be viewed as built-in, automatically 
responding to demographic and 
economic change. Differential popula- 
tion growth among age groupings was 
especially pronoun(^ed during the fifties, 
when the number of persons over 65 and 
under 18 — the two age segments which 
constitute the vast majority of all 
public aid recipients— grew at twice the 
rate of growth in the total population 
and in fact accounted for three-fourths 
of the population increase. These dis- 
proportionate rates were sharply rc^duced 
in the sixties, but the; effects were diluted 
by other concurr(;nt developments. 
Dc'spite an increase of more than 3 
million in the over-05 age category, 
the mimber on OAA rolls dropped by 
224,000 from 1900 to 1970, as rising 
numbers came under coverage of the 
F(»deral social s(M?urity system. Vor other 
categori(vsg(»n(»rally,how(!ver,and partic- 
ularly the AFDC group, the numbers 
rec(;iving aid grew more than pro- 
portionately to the (eligible agc^ groups 
(Appendix Tal)le A,2). The population 
inuler IS y(»ars old increased by 0.2 
million from 19()0 to 1970; at the same 



0. the hudocl oflhc United States Government, 1072, Appendix, p. 401. 
7. Ibid, 
8 Ibid, 

0. About 07 pnrc^ont of modlcut asHtfllatu'n payments are niado to hospitals and nurKluK homes, 12 
pnrcont for physicians' foes, nnd about h porcont for drugs. Ibid, 
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time the number of AFDC recipients 
(children and associated family mem- 
bers) grew by 6.6 million. 

Although age specifications are a 
limiting factor under most categorical 
programs, age is by no means the 
only population characteristic related to 
the size of welfare rolls. Some theories 
link growing caseloads with migration 
patterns — e.g. , from rural to urban 
centers; changing social mores leading 
to a breakdown in family life with a 
corresponding increase in the number of 
female-headed families; and other char- 
acteristics. While such influences prob- 
ably contributed to welfare caseload 
increascSi it has not been demonstrated 
that their depature from earlier patterns 
was so marked in recent years as to 
account for the sharp upsurge in 
AFDC rolls. 

The effects of economic trends alone 
are similarly dilficult to ferret out. 
Short-term cyclical swings, affecting 
income and unemployment, undoubtedly 
have some effect on welfare caseloads. 
General assistance rolls in parMcular 
tend to follow swings in the business 
cycle. But unemployment declined 
steadily in the years from 1965 to 
1969, as AFOC caseloads were rising 
rapidly. Long-term chatiges in the level 
and distribution of income seem to have 
even less relationship to the number of 
ptiblic assistance recipients. Per capita 
real personal income rose by 35 percent 
in the decade of the sixties. Moreover, 
except for a slight setback in 1970, the 
number of persons below the poverty 
level consistontly trended downward 
during the sixties, both in absolute 
numbers and in proportion to the 



Table 4.3 
Persons below the Poverty Leveh 
Selected Years, 1959-1970 



Number Percent of 
Year (millions) population 



1959 


34.5 


22.4 


1960 


39.9 


22^ 


1965 


33.2 


:/.3 


1969 


24.3 


12.2 


1970 


. 25.5 


12.6 



a. See footnote 10 for this concept of *'poverty." 
Soufct; U.S. Department of Commercei Bureau of 
the Census. 



population at large (Table 4.3 In 
1960 the number of welfare recipients 
was equal to 18 percent of the number 
classified as poor; by 1970 the number 
had risen to 54 percent. 

Clearly the search for a tenable 
explanation of welfare trends must 
extend beyond an examination of demo- 
graphic and economic fluctuations. 
Among other factors^ public policy 
decisions have been identified as in-* 
fluential Such decisions fall into two 
groups: those primarily directed to other 
government programs, but having a 
spillover effect on public assistance; and 
those designed to change the public 
assistance program itself. 

Spillover Effects of Other Programs. 
The Senate Appropriations Committee 
in 1970 heard testimony to the effect 
that some of the increase in welfare case- 
loads grew indirectly out of programs 
established under the Economic Op- 
portunity Act of 1964, as well as from 
urban renewal projects. A representative 



10. Thii tneaaure of povorty. developed by the Social Security Administration, in defined by a variable 
Income crttertont taking into account family itse* composition, fanu-nonfarm residence* and the 
proportions of income required to purchase a minimum adequate diet. A four-person nonfarm 
family was considered be^.ow the poverty threshold In 1060 If Its annual Income was less than 
$3,743. For a full discussion of the SSA poverty index, see Moltte Orsbanskyt "Counting the Poor: 
Another Look at the Poverty Profile." Sociat SeeurUv Buttttin* January 1066: and '*Who*s Who 
amon^ the Poor: A Demographic View of Poverty/' Sociat Security Buttetin, July 1066. 
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of the U.S. Department of Health, 
Education and Welfare testified as 
follows; 

Community action groups formed 
to help the poor, such as the Na- 
tional Welfare Rights Organization 
(NWRO), and the civil rights move- 
ment in general have contributed to 
a greater awareness by the poor of 
their legal entitlement to public 
assistance. As a result, applications 
for welfare have been rising, and a 
higher proportion of applications are 
usually being approved. Representa- 
tives from various community 
organizations have accompanied the 
applicant to the local welfare office 
to help in achieving approval of the 
application . . . 

Urban renewal has often resulted 
in an increase in the number of wel- 
fare recipients. Poor families, forced 
to move to different quarters, can 
no longer get by on their low income 
and have to seek assistance because 
of higher rent and the separation of 
sub-families that formerly Hved in a 
single household and shared their 
total income." 

This testimony was primarily aimec 
at supporting far-rreaching welfare re- 
form. It is to be noted, however, that 
similar views have been widely expressed 
by others. For example, Piven and 
Cloward have noted that : 



. . . Not least, the welfare rise coin- 
cided with the enactment of Federal 
programs intended to restore calm to 
the ghettoes (especially the anti- 
poverty program) which, r^/^ong the 
other things, hired thousands of poor 
people, social workers, and lawyers 
who helped families to obtain relief. 
The result was that the rolls quickly 
doubled . . . 

Public Assistance Program Changes. 
These influences emanate from three 
sources : ( 1 ) Federal legislation ; (2 ) 
court decisions; and (3) state actions in 
implementing Federal law. 

(1) Federal legislation. The 1967 
amendments to the Social Security Act 
contained a number of provisions affect- 
ing both future caseloads and costs. 
Among them are: 

(a) Provision for disregarding work- 
connected expenses of recipients in 
computing payments, resulting in some 
families receiving aid longer than they 
Would have otherwise; 

(b ) Work-incentive provisions for 
disregarding the first $30 per month per 
family of earned income plus one-third 
of the remainder of earnings in deter- 
mining need; 

(c) The requirement that all state 
programs include foster care under 
AFDC for specified groups of children 
(effective July 1, 1969); 



11. John M. Twiname. Administrator of the Social and Rehabilitation Service. U.S, Department of 
Health. Education, and Welfare. U.S. Senate. Hearings before the Committee on Appropriations, 
H.R. 18616, gist CongretJi. 2nd Session. August 19. 1970. p. 3603. 

12. Frances F. FIven and Richard A. Clorard, "Welfare I: A Political Response.'* The New Yoi'k 
Times, November 16, 1971, p. 41. For other discussion of the activity of the National Welfare 
Rights Organization, see Gilbert Y. Steiner, The State of Wetfarc, The Brookings Institution. 
Washington. D.C., 1971. pp. 280-313. 

Id. Ironically, this legislation was aimed In part at reducing the number of welfare r • Dlents In two 
ways: Imposing a mandatory ^'freeze * on the number of children for whom the ''ed i government 
would make matching AFDC paymeots (subsequently repealed): and provision a loss of bene- 
fits by welfare recipients unless they accepted offered Jobs or took Job training— .ne so-called work- 
incentive program. For a fuller discussion of these amendments, see Public Welfare ProQ^ams: 
Issues. Problems, and Proposals, Tax Foundation, New York, 1969. pp. 8-10. 
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(d) Provision for Federal financial 
participation in vendor payments to 
intormecliate care facilities (institutions 
providing care less than that furnished 
in a skilled nursing home) under adult 
programs; and provisions of emergency 
assistance to families with dependent 
children, including migrant families, in 
danger of destitution. 

(e) Requirement that states develop 
programs to improve social services to 
recipients and potential recipients.^* 

In addition to these provisions, the 
Medicaid program, enacted by Congress 
in 196'), had side effects on maintenance 
rolls. The inspection of nursing homes by 
review teams under the Medicaid pro- 
gram is said to have revealed that some 
patients lack income needed to pur- 
chase personal incidentals and are 
eligible for a money payment. 

(2) Court decisions. Based on Federal 
court decisions, HEW has issued regula- 
tions prohibiting states from requiring 
support from persons not legally liable 
for support under slate law and from 
pssuming as income in determining 
• '.eed the amounts that are not actually 
available. The.se policies have resulted 
in the addition of persons to ♦he rolls 
And higher payments to persons pre- 
viously on the rolls. 

On April 21, 1P69, another Supreme 
Court ruling removed durational res- 
idence requirements as an eligibility 
condition for maintenance assistance. 



The 38 states which previously had 
such residence requirements have thus 
been affected by the new policy.^® 

(3) State actions. No full rundown 
on recent state legislation on public 
assistance programs is available. As 
noted above, the states were required to 
implement some oi the recent changes 
in Federal law as a condition of receiving 
financial aid. A great deal of activity 
in state legislatures in recent years was 
devoted to implementation of Medicaid, 
and 48 now )perate Medicaid programs 
(Alaska and Arizona do not). By 1971, 
31 states had set up programs for 
intermediate care facilities, and 20 for 
the new emergency assistance program 
as provided in the 1967 Federal law. 

In response to Federal directives, 
some states also relaxxjd -ineligibility 
standards, shortened waiting ^ wods for 
eligibility, and simplified enrollment 
procedures. 

Recent Developments 

State actions on welfare programs 
have recently taken a different direction, 
aimed at holding costs down, and 
limiting future growth. At least 20 
states introduced cutbacks in welfare 
programs in 1971." These efforts may 
account to some degree for the relative 
stability in caseloads in recent months." 
It is too earl; to tell whether these 
latest develop vr.ents will have lasting 
effects. They appear to demonstrate, 
however, that the states may have more 



14. These services include those related to employment or training, child care, foster care, fpmily 
counseling, homemaker services, money management, and others. They are available to welfare 
recipients and those who have been or might become welfare recipients. Sharp increases in ex- 
penditures for social services (for which the Federal government generally pays 75 pcrcert of the 
total costs) led Congress to place a $2.5 billion ceiling on Federal funding for social services effective 
in fiscal 1073 (//.£. IV. Pact Sheet on the social Services Section of the State and Local Fiscal 
Assistance Act of 1972). 

15. Twiname. op. ciU, p. 3003. 
10. Ibid., p. 3604. 

17. Washinolon Report, American Public Welfare Association. Vol. 0. No. 4 (November 10. 1071 )« 
Washington* DiC. p. 1. The Report also noted that payments had been increased in S states. 

18. In contrast to a rise of 17 percent in the 12 monttis ending in June 1071, the number of welfare 
recipients rose only 5 percent in the succeeding 12 months. H.E.W, NeWB, U.S. Department of 
Health. Education, and Welfare. October 18. 1072. 
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latitude in influencing welfare costs than 
is generally ascribed tn them. 

On the whole, however, it is future 
Federal policy which is likely to have a 
more pronounced influence on welfare 
programs than state actions or basic 
economic and demographic changes. 
Numerous proposals in the past have 
called for the Federal government to 
assume a loCr share of welfare costs 
than it now pay». For example, the 
Advisory Commi^ision on Intergovern- 
mental Relations has recommended 
Federal takef)Ver of welfare and Medi- 
caid costs with uniform stanciards, 
leaving the administration in the hands 
of states and localities; and the National 
Governors' Conference has urged full 
Federal financing of welfare.*® The 
Committee for Economic Development 
has urged that the Federal governmcnit 
undertake a substantially higher propor- 
tion of the funding of public assistance 
with a view to a complete ta^:eover of 
state and local public assista. costs 
over the next five years.^ 

Prospects for significant revision in 
the Federal role in welfare in the near 
future were dimmed by action in the 
92nd Congress. While many changes 
were introduced, trie Senate failed to 
approve the major ^reform" proposal — 
an income-maintenance or "family as- 
sistance" plan— passed by the House. 
If approved, this provision would have 
resulted in sizable savings to states and 
localities, through greater Federal finan- 
cial participation in the AFDC program. 
The compromise measure which finally 



emerged will have mixed effects, some 
tending to raise state-local welfare costs, 
and some to lower them.'^ 

The major welfare provisions affect 
aids for the adult categories and Medi- 
caid costs. The law replaced the present 
state programs of aid to the aged, blind^ 
and disabled, effective January 1, 1074 
with a new wholly Federal program of 
supplementary security income. Under 
the law, aged, blind, and disr^bled 
persons with no other income would be 
guaranteed a monthly income of at 
least $130 for an individual or $195 for 
a couple. In addition, the law provides 
that the first $20 per month of social 
security or other income would not cause 
any reduction in supplemental security 
income payments. States wishing to pay 
an aged, blind, or disabled person 
amounts in addition to the Federal 
supplemental security inconie payment 
Would be free to do so. It is estimated 
that Federal costs of implementing 
cash benefit provisions for the adult 
categories will be $1.8 billion higher 
(hi 1974) than under previous low. 

Among provisions affecting Medicaid 
were several tending to moderate the 
expansion in state-local costs. These 
included: (1) coverage of the disabled 
under Medicare; (2) imposition of 
premium, copayment, and deductible 
requirements on ^Nledicai^ recipients; 
and (3) temov^M tke renuAiemenis (a) 
that states maintain their year-to-year 
fiscal efforts in Medicaid and (b) that 
states move toward a comprehensive 
Medicaid program by 1977. 



10. Advisory GommtMion on Intergovernmental Relations. Twelfth Annua] Report. Federallam in 
1970, Washington. D.C.. 1971. p. a. 

20. Improving the Public Welfare avBtem, A Statement by the Research and Policy Committee, Com- 
mtttee for Economic Development* Now York, 1970, pp. 20-21. 

21. H.R. 1. "Social Security Amendments of 1972.** as approved by th<) Congress, October 17, 1972. 
See Appendix tables A.a and A.4 for some major provisions and cost estimates. 



54 



Table 4.4 



Summary of State-Local Expenditures for Public Welfare 

Actual and Projected, Selected Fiscal Years, 1955-1980 
(Doliar Figures in IVIiilions) 





Ail 




Medical 






public 


Cash 


vendor 


All 


Fiscal year 


welfare 


assistance 


payments 


other" 


Actual! 










1955 


$ 3,168 


$ 2,598 


$ 212 


$ 358 


1960 


4,404 


3,307 


493 


604 


1965 


6,315 


3,922 


1,367 


1,024 


1970 


14,679 


7,382 


5,042 


2,255 


Projected : 










1975 


27,128 


13,419 


10,027 


3,682 


1980 


39,460 


19,723 


14,156 


5,581 




Percent Increase 


selected periods 


1955-60 


39 


27 


133 


69 


1960-65 


43 


19 


177 


70 


1965-70 


132 


88 


269 


120 


1970-75 


85 


82 


99 


63 


1975-80 


45 


47 


41 


52 


1960-70 


233 


123 


923 


273 


1970-80 


167 


167 


182 


147 



a. Includes payments for Institutional services In intermediate care facilities, social servicos< ad« 

ministration, employee training, and other services. 
Source; Actual data from U.S. Department of Commerce, Bureau of the Census. Computations and 
projections by Tax Foundation. 



Projections 

The projootions developed hens wcri; 
made prior to Congressional approval 
of H.R. 1, and thus make no allowance 
for the effects of that lepsktion.^^ The 
estimates are based on the assumptiofi 
that expansion in recipients and average 
payments per n»eipient will he Renerally 



commensurate with those of the sixties 
us a whol(\^^ 

Th(! number of recipients of money 
payments is projected to rise from 13.8 
million in 1970 to 1S.7 million in 1975 
and 21.2 million in 1980 (Table 4.2), 
lor the decade, the rat(^ would be only 
a little more than half the rate experi- 
enced during the sixties. The AKDC 



22, OroRs Pedoral coats of aasumlnK the t^espotislbility for nnancitiK cash allowances under ttie adult 
cat(>Koriej( arc estimated at $3.5 billion In 1004 (see Aptmndix table A.4). The states and localities 
may supplement the basic Federal allowance; hut. on tialance. statc^local expenditures for ttiose 
categories will be siKniflcantly lower than in the absence of the new legislation and the projections 
thus tend to over-state spending for these purposes. The diflference, however, as regards the pro* 
Joctions. appears to have been absorbed by the end of fiscal year 1072. In fiscal years 1071 and 
1972. rt«r«ctlvely. total welfaro spending Increased by 27 percent and 17 percent respectively. 
//.£;. W. Vcu«» U.S. nopartment of Ilealth. Education and Welfare, October 18. 1072. 

23. A notable exception is that it Is assumed that the rise in APDC caseloads will be slower in relation 
to the eligible population age group. See Appendix A. 2. This assumption appears to be borne out 
by recent trends. In the 12 months ending In .lune 1072. AKPC recipients increased l)y 7 percent, 
as comiiared with a 21 percent rise In the previous year. Ibid. 
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category is scon as continuing to account 
for ever larger segments of the total, 
with the OAA group continuing to 
decline both in absolute numbers and 
in relation to the population aged 65 
and over. 

With average payments per recipient 
growing as in the past decade, total 
cash living allowances would rise from 
$7.4 billion in 1970 to $19.7 billion in 
1980, at a faster pace than in the sixties 
as a whole, but not nearly so rapidly as 
in the years since 1965.^* 

Projections of medical payments and 
other services, on the other hand, are 
seen as rising at rates significantly 
lower than in the past decade, propor- 
tionally to increases in both caseloads 
and medical care prices. As noted above, 
recent growth in these programs re- 
flects the eiTects of implementing new 



24. Thete data, oa shown in Table 4.4. are on a 
year data depicted in Table 4.2. 



legislation introduced in the latter half 
of the sixties (e.g.. Medicaid, inter- 
mediate care facilities, emergency aid, 
strengthened social services). It seems 
unlikely that these programs will con- 
tinue to expand at such sharp rates as 
during the implementation period. 

The over-all projections, on a fiscal- 
year basis, appear in Table 4.4. Total 
state-local public welfare outlays, ac- 
cording to the projections, would rise 
from $15 billion in 1970 to $27 billion 
in 1975 and $39 billion in 1980, an annual 
rate of 10.4 percent, as compared to a 
rate of 12.8 percent in the sixties as a 
whole, but far less than the 18 percent 
increase registered in the period from 
1965 to 1970. The annual rate of rise is 
indicated at 13.1 percent for the first 
part of the seventies, gradually slowing 
to 7.8 percent for the remainder of the 
projection period. 

ical year baals and therefore differ from calendar 
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V. 

Expenditures for Health and Hospitals 



The states and l()caliti(;s play an im- 
portant role in both financing and 
administering health and hospital pro- 
grams. The conceptual organization of 
this study places (jmphasis on the ad- 
ministrative role; that is, on the dollar 
amounts spent for services provided 
by state-local agencies, without regard 
to the sounje of funds. The projections 
also conform to this definition, An 
examination of the financial aspect, how- 
ever, may serv(^ to put the administra- 
tive role into clearer focus. 

Financial Role 

More than $S billion in state-local 
tax fluids go to the support of health 



and medical services under a variety of 
programs (Table o.l). The largest 
amounts are for general hosp'tal and 
medical care and medical services under 
public assistance programs. Medical and 
health .s(»rvices are also provided under 
programs of workmen's compensation, 
maternal and child health, school health, 
and others. Medical research and con- 
struction account for the remauider of 
statii-local outlays for health and medi- 
cal care. 

Medicare and Medicaid introduced 
vast changes in financial arrangements 
for health and hospital care, and were 
partially responsible for a near-tripling 



Table 5.1 

Expenditures for Health and Medical Care from 
State-Local Funds, by Program 
Fiscal years 1965 and 1970 

Amount (millions) Percent of total 
Program 1965 1970*' 1965 WtT 



All programs 

Health and medical services, tota< 
Pubiic assistance (medical) 
General hospital and medical care 
Maternal and child health 
School health 
Other public health 
Miscellaneous*' 

Medical research 

Medical facilities construction 



$4,910 


$8,315 


100.0 


100.0 


4,566 


7,772 


93.0 


93.5 


812 


2,527 


16.5 


30.4 


2,378 


2,916 


48.4 


35.1 


154 


215 


3.1 


2.6 


142 


263 


2.9 


3.2 


448 


802 


9.1 


9.6 


632 


1,049 


12.9 


12.6 


55 


73 


1.1 


.8 


289 


470 


5.9 


5.7 



a. Excludes amount spent at state-local Institutions but financed from private or federal funds. 

b. Data for mo are preliminary. The revised total for the year is $8,434 million, but details by proaram 
are not yet available. 

c. Includes medical benefits under progrems of temporary disability Insurance, workmi i*s compensa* 
tlon, and tnedical vocational rehabilitation. 

Source.* U.S. Department of Health, Education, end Welfare, Social Security Administration. 
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Table 5.2 



Financing of All Health Expenditures, by Source of Funt^s* 
Selected Fiscal Years, 1960-1970 



Source of funds 


1960 


1965 


1970 


Total health expenditures (billions) 


$ 26.4 


$ 38.9 


$ 67.8 


Percent of personal Income 


6.7 


7.6 


8.7 


Percentage distribution of source of funds 


100.0 


100.0 


100.0 


Private 


75.7 


75.5 


63.1 


Federal 


11.1 


11.9 


24.5 


State and local 


13.2 


12.6 


12.4 



a. This concept of expenditure Is not directly comparable to Bureau of the Census data presented 
elsewhere, mainly because the series here includes some health and medical services which the 
Census Bureau does not classify as "health and hospitals.** See text definition. 

Source: U.S. Department of Healthy Education, and Welfare, and U.S. Department of Commerce. Com« 
putations by Tax Foundation. 



of total hcHilMi cxpoiidituros during i\u) 
sixties. Outlays for all hoalth services 
rose from $23.4 billion in 1960 to $C7.8 
billion in 11^70, by two perwMitage poitits 
as a share of pcjrsonal income (Table 
5.2). It is somewbat surprisitig that 
these deV(^lopmetits had little effect on 
the share of the tiat ion's health bill 
paid by state-local utiits. In 19G0 these 
institutions provided about 13 percent 
of all health funds; by 1970 the atnoutit 
had declined by only 1 percentage poitit. 
In this respect, the predominatit effect 
of Medicare atid Medi(jaid was to 
double the share of Federal spenditig in 
health care, with a corresponding reduc- 
tion in the portion financed privately — 
by consumers directly or through private 
insurance or philanthropy. Whereas 
i'Vderal funds paid for around 12 percetit 
of all healtli outlays in lOfio, the share 
ros(5 to 20 percent in 1970, as the 
private share fell from 7() perc<»nt to 63 
perc(»nt. 

The tmv fuuuicial arrangements, how- 
ever, did alT<'ct allocation patt(»rn of 
state-local funds among health pro- 
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grams. In particular, the share of the 
h(!alth d<^llar directed toward general 
hospital and medical care declined 
substantially, as medical spending for 
welfare programs (including physicians* 
services, nursing home care, etc.) in- 
creased sharply. 

Administrative Role 

State a!id local governments own 
and operate 2,257 hospitals^ almost one- 
third of the nation's total. Around 
1,700 for these are under local govern- 
me!it control (counties, cities, special 
districts), aad the remainder are state 
institutions. On an avctag<i daily basis, 
there were over 630,000 patients in 
state-local hospitals during 1970, more 
thati half the numb(;r in all non-Federal 
hospitals. (See Table 5.3.) While there 
are more short-term gcmeral hospitals 
(1,704) than any other type, the large 
majority of patients are those requiring 
long-term care. Over two-thirds of tlie 
total are in psychiatric hospitals. 

CoiMipls a fid Dejinitions. 'i'he Bureau 
of (Vnsus concept of health and hos- 
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pitals, used in the projections in this 
study, differs in two major respects from 
the classification discussed previously 
in relation to all national health expend!^ 
tures. (1) The Census data for health 
and hospitals comprise direct outlays of 
state and local governments without 
regard to the source of funds — e.g., from 
patients' charges and fees, Federal 
grants, and state-local tax revenues — 
whereas the national health data reflect 
only those amounts paid from state 
and locai tax revenues. (2) The Census 
data for the category health and 
hospitals are exclusive of health and 
medical outlays administered by 
agencies of government other than de- 
partments of health and hospitals.^ In 



view of these differences, it is some- 
what surprising that the two sets of 
data are not more divergent than they 
are. Under all functional classifications, 
state and local jurisdictions paid $8.4 
billion of the national health bill in 
fiscal year 1970, as indicated in Table 
5.1. On the Census basis, state agencies 
in the fields of health and hospitals 
administered direct outlays of $9.7 
billion (Table 5.7). 

Under the Bureau of Census concept, 
expenditures for ''hospitals" include the 
following; the establishment and opera- 
tion of hospital facilities, provision of 
hospital care, support of other public or 
private hospitals, and outlays of hos- 
pitals (though not infirmaries) operated 



1. Major categoriea excluded are medical vendor payments under public welfare programs; health 
services provided by dentists, doctors, nurses, etc. employed in local schools and in university 
infirmaries: and medical benefits under social Insurance programs, notably temporary disability 
Insurance and workmen's compensation programs. 



Table 5.3 



Trends in State-Local Hospital Patients and Expenses 
Calendar Years 1965 and 1970 



Category 




*r or amount 


Percent of 
nation's total 




1970 


1965 


1970 






Patients in state-local hospitals 




All hospitals 


783,712 


€30,350 


62.6 


53.9 


Psychiatric 


590,988 


432,520 


97.3 


96. 8 


Tuberculosis 


24,379 


11,820 


93.6 


97.0 


Long'term general 


37,770 


36,966 


67.2 


75.2 


Short-term general 


130,575 


149,044 


23.2 


22.5 






Hospital expense (millions) 




All hospitals 


$3,923 


$7,356 


34.5 


31.9 


Psychiatric 


1,522 


2,465 


91.6 


90.9 


Tuberculosis 


155 


146 


93.9 


96.1 


Long'term general 


252 


417 


62.1 


65.1 


Short-term general 


1,994 


4,328 


21.8 


22.1 



Sourcai American Hospital Association. 
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Table 5.4 

Selected Factors Affecting Hospital Costs* 
Selected Calendar Years, 1960-1970 






1909 




Admissions (thousands) 


22,970 


26,463 


29,252 


Per 1 000 DODulation^ 


ICO 


10/ 




Occupancy (percent) 


74.7 


76.0 


78.0 


Average length of stay (c! ys) 


7.6 


7.8 


8.2 


Personnel** 








Total number (thousands) 


1,080 


1,386 


1,929 


Per 100 patients 


226 


246 


292 


Hospital expense: 








Total (millions) 


$5,617 


$9,147 


$19,560 


Per patient day^ 


32 


44 


81 


Per patient stay 


245 


346 


669 



a. Non-Federal short-term general and other special hospitals. 

b. Total population as of July 1. 

c. Futl'time personnel plus full-time equivalents of part-time personnel. 

d. Total expense divided by the number of in-patient days. 

e. Total expense divided by the number of admissions. 
Source: American Hospital Association. 



in conjunction with institutions of higher 
education. For "health," expenditures 
cover health research clinics, nursing, 
immunization, maternal and child 
health, crippled children's programs, 
and general public health activities such 
as the inspection of water supply, food 
handling establishments, and water 
pollution control. Only those school 
health services provided by health 
u^ncies are included. 

Recent Trends % 

Notwithstanding (Conceptual differ- 
ences, the Census Bureau's series on 
state-local health and hospital ex- 
penditures, as defined above, generally 
followed the trends depicted in the data 
on all national health outlays during the 
sixties. These trends were remarkably 
similar, as a matter of fact, to over-all 

2. Historical data on expenditure appear in Ta 

3. Sei) Chapter VII for comparative data. 



growth in the state-local government 
sector* Expenditures rose from $3.8 
billion in 1960 U) $9.7 billion in 1970, 
an average annual rate of 9.8 percent.^ 
As in other categories, there was a 
marked acceleration in the growth rate 
beginning about 1965. In the first half 
of the sixties, increases were moderate, 
at just over 7 percent a year. In the 
ensuing five years the average rate per 
^re^t rose to 12.5 percent. T(\^ in- 
creases exceeded the concurrent rise in 
personal income and general popula- 
tion.^ The share of hospital and health 
services in over-all state-local budgets, 
however, remained stable. 

Although hospitals account for more 
than four-fifths of the health-hospitals 
combined expenditure total, it is in the 
health classification that increases have 
been largest in recent years. 

) 6.7« along with the projections. 
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Underlying Factors 

SolcH'.tcd factors affootiriR short-term 
hospital eosts (hiring the; sixties appear 
HI Table nA. Per eapita admissions to 
hospitals continued to rise in relation 
to the total population. Occupancy 
rates rose slightly. The average length 
of stay for patients, which had 
previously declined in the postwar 
period, rasumed its rise. Moreover, the 
number of hospital employees attending 
patients continued its long-term upward 
trend. In 1970 there were 292 employees 
per 100 patients (average daily census), 
as compared to 22() in 1960. These and 
other influences led to a ri.se in hospital 
cx|)ense per patient day from $32 in 
1900 to $S1 in 1970, with the largest 
part of the rise occurring in the past 
five years. The average patient's hospital 
bill in 1970 was $069, nearly three times 
as much as ten years earlier. 

Effects of Medicaid and Medicare. 
The introduction of Medicare and Medi- 
caid in the mid-sixties triggered wide- 
spread predictions of decline in the role 
of state-local hospitals. The aged and 
the indigent, it was said— given the 
right to s(H)k care from providers of their 
own choosing— would tend increasingly 
to choose private facilities, thus leading 
to a decline in utilization of state-loeal 
hospitals. Have these preilictions materi- 
alized? Available evidence suggests that 
although there has boon some -(Jcdine, 
it has not been as great as expected, 
and may already have spent its force. 
Two sets of data bear out this con- 
clusion : 

1. In an aiuUysis of trends in 14 large 
urban public hospitals. Dr. Paul Ell- 
w^ood, ,Fr. found that annual admissions 
declined by 9.0 p(;rcent from 196'^ 
through 196S.< He noted, however, that 
three-fourths of the loss occurrcjd in the 

4. Paul M. Ellwood. Jr.. M.D. and Earl J. Hoi 
As30Cialiou, July 1. 1970. Vol. 44, p. 49. 



first full year of Medicare and Medicaid, 
and that in the following year, 1968, 
admissions fell less than one percent— 
and actually increased in half of these 
lujspitals. In Dr. Elhvood's view, public 
liospital utilization is likely to accelerate 
again as hospitals become more patient 
oriented, and city and county hospitals 
find ways to make their facilities more 
attracjtive to middle-class patients. 

2. As shewn in Table the role of 
state-local institutions in hospital care 
decliuod somewhat from 1965 through 
1970, based on both patient loads and 
outlays. This trend, however, reflects 
almost solely the sharp decline in 
p.sychiatric and tuberculosis ca.ses in the 
average daily ccmsus of all hospital cases. 
Kor the short-term general hospital 
sector, in which increasing competition 
from thc! private sector might have be<3n 
expected with the advent of Medicare 
and Mcidicaid, outlays at state-loeally 
owncid facilitic»s as well as patient k)ads, 
remained virtually unchanged at around 
one-fifth of the totL'l. 

As a result of thc»se developmcjnts, 
the administration of .short-term general 
hospitals has (ilaimed a growing share 
of attention in the hospital programs of 
states and localities. Empha.si8 on 
specializ(<d treatment of psychiatric, 
and to a le.s.ser extent, tuberculosis cases 
has been reduced as public general-care 
hoftpitate i\«vt^ become more important, 
In 1900, 4:i p(»rcent of receipts at state- 
local hospitals w(>re for services rendered 
at short-term geiujral ho.spitals; by 190.5 
the portiijii moved up to percent and 
by 1970 to 59 percent. 

Medicare and Medicaid thus do not 
appear to have had a significant effect 
on low(iring the dcjmand for .S(;rviees 
in state-k)cal gc;n(»ral hospitals. The 

berg, Hospitals, Journal of the American IlospUal 
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Table 5.5 



Midical Care Prices 

S«lMted Years, 1955-1970 
Index Numbers, 1957-59 = 100 



All medical PhysiciMns' Hospital daily Prescriptions 
Year care' fees service charge and drugs 



1955 


73.4 


76.0 


57.8 


86.6 


1955 


88.6 


90.0 


83.0 


92.7 


1960 


108.1 


106.0 


112.7 


102.3 


1965 


122.3 


121.5 


153.3 


98.1 


1966 


127.7 


128.5 


168.0 


98.4 


1967 


136.7 


137.6 


200.1 


97.9 


1968 


145.0 


145.3 


226.6 


98.' 


1969 


155.0 


160.0 


267.9 


99.0 


1970 


164.9 


167.0 


287.9 


101.3 



a. Includes Itamt not shown taparataly. 

Soi/rca: U.S. Departnnant of Labor» Buraau of Labor Statistics. 



major long-run effect may be of an 
entirely different nature, setting a 
challenge to state-local institutions to 
meet the same standards as those 
provided by voluntary hospitals. As 
one observer noted, "second-class ser- 
vice'' is rapidly becoming unacceptable 
to even the indigent patients now almost 
exclusively identified with public hos- 
pitals, for the poor are now demanding 
the same quality and quantity of health 
services as those available to the more 
affluent segments of society.^ 

While state-local support of health 
and hospitals under all programs kept 
pace with national trends, as did out- 
lays at state-local hospitals, the rise 
in hospital expenditures financed by the 
state-local taxpayers was far less.^ 



Total private and government expendi- 
tures for hospital care rose from 113.5 
billion in 1965 to $23.9 billion in fiscal 
1969, or over three-fourths.^ At the same 
time the incirease in state-local support 
of general hospital and medical care 
(excluding such care under special 
programs, such as public assistance) 
rose by just over one-fifth. This financial 
development has led to complaints of 
inadequate financing by some ad- 
ministrators, who hold that the tax 
support of the public hospitaFs budget 
has increased very little in recent years, 
despite rapid increases in costs, and that 
the cities and counties have treated the 
payments from Medicare and Medicaid 
"as a windfall for the taxpayer rather 
than a means of shoring up the finances 
of the public hospital. 



5. Editorial Notes, Journal of the American Hospital Aaoeiaiion* July l« 1970* vol« 44 p. 39. 

6. Ba«ed on the Bure*u of Cetums concept« chargei and feea Imposed by state-local hoapitala brought 
iu amountfl equal to 27 percent of hospital outlays In 1960 ai'd 39 pei cent In 1970. 

7. "National Health Bxpenditures« Fiscal Years 1920-70 and Ot^lendiir Years 1929-69.** Research 
and Statistics Note No. 25—1970. December 14, 1970. U.S. Department of Health, Education, 
and Welfare. Social Security Administration. 

6. Ray £. Brown« "The Public Hospital/' Hospitals, Journal of the American Hospital Assoeiaiiont 
July 1. 1970« p. 41. This view was echoed by a number of hospital administrators in a series of 
articles on "The Plight of the Public Hospital" in the same publication. 
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Medical Care Prices. The rise in 
medical care prices in recent years has 
been so widely documented as to 
require little elaboration here. In the 
last lialf of the sixties annual increases 
in the over-all medical care component 
of the consumers price index exceeded 6 
percent. The rate of expansion in 
hospital daily S(»rvic(5 charges— of partic- 
ular importance in state-local ser- 
vices — was especially pronounced, and 
averaged over 13 percent between 1965 
and 1970 (Table 5.5). 

These price increases, measured 
against growth in hospital outlays, 
raise question as to what, if any, 
increase occurred in the real quantity 
and quality of hospital services. Table 
5.6, based on data and methodology 
developed by the Social Security Ad- 
ministration,^ attempts to provide some 
perspectives, for the period from 19(55 



to 1969. Vor short-term general 
hospitals, rising prices accounted for 
over three-fourths of the $1.6 billion 
expenditure rise in this period; growth 
in total population had relatively slight 
influence; and all other factors— the 
rise in the real quantity of services, as 
through increasing per capita utilization, 
and in quality— accounted for about 
one-sixth of the rise in expenditure. 
These results suggest that, in the period 
represented, the rise in quality and 
scope of services per member of the 
population averaged 2.7 percent per 
year. 

For all mental hospitals (97 percent 
of whose patients are in stated-local 
facilities), the raw figures suggest per- 
haps larger rates of increase in pro- 
ductivity, as illustrated by several 
developments. These include: increase in 



9. See Sources of increase in Selected Medical Care Expenditures, 1929-1969, staff Paper No. 4. U.S. 
Department of Health* Education, and Welfare* Social Security AdmlniBtratlon. * 



Table 5.6 



Analysis of Sources of Increase in 
State-Local Short-Term General Hospital Expenditures 

Fiscal Years 1965-1969 





Average 
annual 

increase 
1965-69 

(percent) 


Distribution by source 
of increase 


Source of income 


Amount 
(miiiions) 


Percent of 
totai 


Total expenditures 
Prices* 
Population 
All other'' 


16.1 
12.3 
1.1 
2.7 


$1,630 
1,245 
110 
275 


100.0 
76.4 
6.8 
16.8 



a. Based on expenditures per patient day« adjusted for changing mix of outpatients to patients In 
hospital. 

b. Residual representing change In per capita utlllxat^'^n and quality of services. 

Source: Basic hospital and price data from Social Security Administration; computations by Tax 
Foundation. 
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Table 5.7 

State-Local Expenditures for 
Health and Hospitals 

Actual and Projected, Selected 
Fiscal Years, 1955-1980 



Total, 
health 

Fiscal and Hospi- 
year hospitals Health tals 



Amount (millions) 


Actual: 








1955 


$2,524 


$ 471 


$2,053 


1960 


3,794 


559 


3,235 


1965 


5,361 


836 


4,525 


1970 


9,669 


1,806 


7,863 


Projected : 








1975 


17,631 


3,776 


13,855 


1980 


29,914 


7,594 


22,320 




Percent increase, selected 






intervals 




1955-1960 


50 


19 


58 


1960-1965 


41 


50 


40 


1965-1970 


80 


116 


74 


1970-1975 


82 


109 


76 


1975-1980 


70 


101 


61 


1960-1970 


155 


223 


143 


1970-1980 


209 


320 


184 



Source: Basle data from U.S. Department of Com* 
merea, Bureau of the Census. Compute* 
tions and projections by Tex Foundetlon. 



the total number of admissions as well 
as in the rate per thousand members of 
the population at large, from 2.3 in 1960, 
to 2.9 ill 1965 and 3.3 in 1970;^° and a 
decline in the average daily census of 
patients of 27 percent in the period from 
1965 to 1970 (Table 5.3). 

Projections 

Along with other providers of medical 
and hospital serviceSi state-local units 
liave been victims of rapidly rising 
medical prices. The outlook for future 
expenditures depends heavily on the 
course of prices as well as on the ability 
to improve productivity of available 
medical and health resources. The pro- 
jections assume that hospital and health 
costs will continue to rise somewhat 
more rapidly than consumer prices 
generally, but at rates below those 
experienced in the 1965-1970 period. 

Table 5.7 presents the projections." 
Total health and hospital expenditures 
of states and localities are projected as 
rising from $9.7 billion in 1970 to $29.9 
billion by 1980, more than tripling, with 
tho "health'' category showing the 
greatest proportionate advance. 



10. Data are from U.S. Department of Health, Edu&Ulon. and Welfore. a« reported In Statistical 
Abstract of the United States^ 1072. p. 74. The total days spent in mental hospitals based on the 
rate per thotisand members of the population, declined from 1.261 in 1966 to 862 In 1070, about 
one-tbird. 

11. See Appendix I for basis of derivation. The health and hospital projections, unlike those for other 
functions, are based on a continuation of real per capita Increases corresponding to those of the 
period 1965-1070. instead of those for the sixties as a whole. 
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VI. 

Expenditures for Highways and Streets 



State-local units have responsibility 
for providing and maintaining some 3.8 
million miles of highways and streets.' 
About one-fourth of the existing mileage 
has been constructed with partial sup- 
port from tlie Federal government, and 
falls within what is known as the 
Federal-aid system. States and localities, 
however, finance upkeep and main- 
tenance for the Federal-aid system and 
all costs of the 2.8 million miles outside 
the system (Table 6.1). 

1. 



Among levels of government, the 
states have principal responsibility for 
both financing and administering high- 
ways. About one-half of highway funds 
derives from state sources, mainly 
motor fuel and vehicle taxes on highway 
users, supplemented by tolls on roads 
and bridges, general fund appropria- 
tions, and bond issue proceeds. Federal 
support, about 30 percent of the total, 
comes from Federal excise taxes on 
motor fuels and certain vehicles, dedi- 



The Bureau of Census clasalflcatlon of highways, used In this study, includes provision and main- 
tenance of highway facilities. Including toll turnpikes, bridges, and tunnels and ferriw, as well 
as regular roads, highways, city strwt*. street lighting, and snow and Ice removal. Excluded ft-om 
exuendltures for highways under the Census concept are Interest on highway debt, debt retirement, 
highway police patrols, and traffic safety. 



Table 6.1 

State-Local Road and Street Mileage in the United States Classified by 

Road Systems, December 31» 1971 

(Mileage in thousands) 



System 



Total 

State highways, total 

Primary system 

Secondary system 

County roads under state control 
County roads 

Town, township, and other local 
City streets* 
All other'' 



Total Not Federally aided 

Federally — 

aided and Percent 

other Mileage of total 



3,759 1^,836 75 

760 180 24 

469 28 6 

134 49 37 

156 104 67 

1,727 1,438 83 

530 523 99 

516 472 91 

227 224 99 



a. Municipal extanslons of county, town, and township roads Included. 

b. State and national parks and reservation roads and toll facilities. 

Sol '-a: U.S. Department of Transportation, Federal Highway Administration. 
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cated to the highway trust fund, 
established by law in 1956. The remain- 
ing 20 percent is collected by counties, 
townships, and municipalities largely in 
the form of property taxes, assessments, 
and other general revenue sources^ 

From an administrative standpoint, 
the states also have the dominant role, 
disbursing nearly three-fourths of high- 
way funds, either directly or through 
local governments. Direct Federal ex- 
penditures for highways (less than 2 per- 
cent of all highway spending) are made 
only on roads in national parks, forests, 
and other roads owned by the Federal 
government, comprising about o percent 
of total highway mileage. 

For many years capital costs have 
been by far the most expensive item 
in highway budgets. Capital invest- 
ment — to enlarge, reconstruct, and 
modernize existing facilities — currently 
runs about twice the size of outlays for 
maintenance, administration, and other 
current operations* 

Recent Trends 

Although highways in 1970 remained 
the second most costly function of 
state-local units, their relative im- 
portance in the total declined during the 
sixties.^ Highway outlays rose from 
$9.4 billion in 19 JO to $16.4 billion in 
1970^ or 74 percent^ Ja5W than half the 
rate experienced for all general f\iuc*\oi\s. 
As a result, highway spending dropped 
successively from 18 percent of general 
expenditures at the beginning of the 
decade to only 12.5 percent in 1970. 
Tliis recent budget share is approxi- 
mately the same as existed in 1950 
before the acceleration of the Federal-aid 
highway program (1956). Highway out- 
lays have also declined in relation to 

2. In flflcal 1971, highways dropped into third 
on expenditures appear in Table 6.6. along w 
a share of total budgets and In relation to po] 



personal income, although per capita 
amounts have steadily increased. 

Other perspectives on highway finance 
during the sixties are depicted in Table 
6.2. The rise in liighway outlays was 
accompanied by increases in consumer 
expenditures for user-operated trans- 
portation, miles of vehicular travel, and 
motor vehicle registrations. There was 
very little increase in total highway 
mileage, as efforts were mainly on re- 
constructing and improving existing 
roads, especially those in the P'ederal-aid 
system. Inflationary trends were quite 
pronounced, particularly in the period 
from 1965 to 1970, when highway con- 
struction costs rose at the rate of 
almost 7 percent annually. 

Thus it cost $1.39 in 1970 to buy the 
same physical volume of highway con- 
struction that $1 would buy in 1965. As 
a result, the real volume of capital input 
during the last part of the sixties de- 
clined (in spite of a $2.5 billion current- 
dollar increase). The real rate of increase 
in maintenance and other current opera- 
tions was little more than 2 percent per 
year, as compared to the close to 8 
percent per year current iollar rise. 

Receipts of hi?hway-user taxes, both 
Federal and state-local, generally par^il- 
leled the rise in expenditures; Federal 
grants, however, slowed perceptibly in 
the latter half of the sixties. The volume 
of highway debt outstanding rose only 
about half as much as indebtedness for 
other government functions. 

Federal Aid System 

Although, as noted above, most 
highways and streets lie outside the 
Federal aid system. Federal highway 
policy since 1956 has played a major 
role in influencing state-local highway 

lace, behind education and welfare. Hlitorical data 
,h projections. Trends In outlays for all functions iS 
ilatlon and income are shown in Chapter VH. 
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fimmco.'' Tlior(! arc several diffcront Interstate and Defense Highways; and 

Fodoral lugh\vi<v grant programs, and the primary, secondary, and urban 

the number hu-s grown in recent years, (so-called ABC) system, which is not 

Among the various programs, the major limited in mileage. Federal grants cover 

ones are the 42,.')00-mile system of 90 percent of capital costs on the inter- 

3. The most Immodlato pffect, of course, Is on caplt.,' outlays; However, once roads are Improved to 
higher standards. n»alntenanoo costs, home solely by 8tat.>-local units, become lUghor. 



Table 6.2 

Selected Factors Affecting Highway Finance 
Selected Yfc 1960-1970 



Annual rate o: 
change (percent) 



Factor 1960 1965 1970 1960-65 1965-70 



Total highway mileage 


3,546 


3,690 


3,730 


.8 


.2 


Ruidl 


3,116 


3,183 


3,169 


.4 


-.1 


Municipal 


430 


507 


561 


3.3 


2.1 


Motor vehicle miles of 












travel (billions) 


718.8 


887.8 


1,120.7 


4.3 


4.8 


Motor vehicle registrations 












(thousands^ 


73, i9 


90,358 


108,436 


4.1 


3.7 


Consumer expei. ■ >:„res for 












user-operated trans* 












portation (millions) 


$39,825 


$54,356 


$72,262 


6.4 


5.9 


Highway maintenance and 












operation cost index 












(1%7 = 100) 


78.4 


89.7 


116.8 


2.7 


5.4 


Highway construction cost 










index (1967 = 100) 


80.1 


90.3 


125.6 


2.4 


6.8 


Federal grant- to state- 












local governments for 












!'ighways (millions) 


$ 2,935 


$ 4,011 


$ 4,520 


6.5 


2.4 


State-local expenditures 










for highways, total 












(millions) 


$ 9,428 


$12,221 


$ 16,427 


5.3 


6.1 


Capital outlay 


6,340 


8,324 


10,762 


5.6 


5.3 


Maintenance 


3,C ^ 


3,897 


5,665 


4.8 


7.8 


State-local highway debt 










(millions): 












Debt issued 


$ 1,206 


$ 1,070 


$ 1,890 


-2.4 


12.0 


Debt redeemed 


616 


855 


1,271 


6.8 


8.3 


Debt outstanding 


13,166 


15,316 


19,008 


3.1 


4.4 


Highway taxes (millions):* 










Federal 


$ 1,984 


$ 2,792 


$ 3,776 


7.1 


6.2 


State-local 


5,068 


6,476 


9,228 


5.0 


7.3 



ai Motor fuels, motor vehicle licenses, and operators* licenses. 

Source.* U.S. Department of Transportation. Federal Highway Administration; and U.S. Department of 
Com-norce, Rureau of Economic Analysis* Computations by Tax Foundation. 
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Table 6.3 

Status of Mileage In the Interstate and Defense Highway System* 

As of September 30, 1972 



Percent of total 



Status 


Number of - 
miles 


1972 


1966t' 


Total designated for the system 


42,500 


100 


100 


Open to tnrfic, total 


33,796 


80 


52 


Completed to acceptable standards 


28,957 


68 


39 


Improved to presently adequate stand* 








ards" 


2,534 


6 


8 


Toll facilities 


2,305 


5 


6 


Work in progress, total 


7,374 


17 


42 


Under construction 


3,742 


9 


14 


Engineering or right-of-way 


3,632 


9 


27 


Preliminary status or not in progress 


1,330 


3 


6 



a. Some$45 billion hat been spent for the Federahald Interstate program since the accelerated program 
began In 1956. 

b. As of March 31; the designated system totaled 41,000 miles In 1966. 

c. Additional Improvements are needed to meet full standards. 

Source; U.S. Department of Transportation, Federal Highway Administration. 



ignated p» the system; others 

have furthm . i.' 

Several legislative and administrative 
developments in recent years affect the 
future of the interstate system. In 1968, 
Congress ap?^iT)vr;d an Increase in tlie 
designated mileage of the system from 
41,000 to 42,r)00 miles. By 1970 it had 
become (ilear that the system could not 
be completed by the 1972 target date, 
*ind Congress extended the completion 
date through fiscal year 1976, at the 
same time extending the Highway 
Trust Fund for five years (to October 
1, 1977), w^th Kederal taxes continued 
at existing rates. M(jreover, administra- 
tive estimate's f)f the total costs of the 
system were also inr.reased. Originally 
estimated to cost $27 billion, the inter- 



4. Kor oxamt)1n. at thn otid of .futio. Ifl^O. ftovnn Btates had o)){lKatnd Tuiidfi for all prollmlnary nngltieor* 
lim. and 30 statCH had i)p^rcnt or less to hn ot)llgalod. Flvi^ fitatos liad ol)ll«atod all rlKlit-of-way 
atid 13 liad 6 tM!rc«nt or Um to ho ohllgatnd. t070 National UiphwaV AVrrf* Report, U.S. Depart- 
numt of TratiHrmrtatloii. Ki^doral Highway AdmlnlBtratlon. lUiroau of Puhllc Hoads. Washington, 
Dw!om))i5r 1000, p. 20. 



state system (somewhat more in those 
states with large ar s of public domain) 
and match state funds on a 50-r)0 basis 
for the primary, secondary, and urban 
programs. 

7^hc Interstate System, Recent prog- 
ress t(jward completion of the inton^tate 
system is shown in Table 6.H. ^p. thp 
past six years over 12,000 additional 
miles of the system have b'H^n opened to 
traffic, bringing the total .>peti to nearly 
34,000 miles, about four-fifths of the 
scheduled mileage. In 1966, only about 
half the system was open to traflic. 
Nationally, there nimains a considerable 
amount of work in eiioh of the process 
stages (construction, engineering, and 
right-of-way ac(iuisition). Some states 
are ((ulte clo,se to completing their dos- 
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state system, according to 1972 projec- 
tions, will cost $68.3 billion, 47 percent 
more than the amount estimated in 
1965. The cost over-run, which will 
eventually prove even larger no doubt, 
is attributed to higher design standards, 
inflation, and added system miles.* 

Other Federal Aid Systems. During 
the past six years an additional 61,000 
miles in the Federal-aid ABC program 
were completed, bringing the total 
since July 1, 1956 to 272,000 miles 
completed, mth construction or im- 
provement of some 14,000 additional 
miles uaderway or authorized (Table 
6.4). Cumulative investment for con- 
struction of these systems is close to 
$34 billion. Costs are presently shared 
on an approximately equal basis by 
Federal and state-local governments. 
(The 1970 Federal-Aid Highway Act 
changed the Federal share of ABC 
funds from 50 to 70 percent, effective 
July 1, 1974.)" 

Other Recent Developments 

From 1965 through 1969 Federal high- 
way disbursements to states and Ircali- 
ties— for work completed on all sys- 
tems—remained steady at close to $4 
billion a year, about four-fifths of which 
was allocated to the Interstate System." 
The scheduled amounts for distribution 
in the early part of the seventies are 
more than one-third larger, in view of 
Congressional action in recent years. In 
addition to increasing the annual 
amounts available for the interstate 
system and the regular ABC system, 
legislation introduced several new pro- 
grams and expand d others. Included 



Table 6.4 

Active and Completed Projects in 
the Federal-Aid Program of 
Primary, Secondary, and 
Urban Highways 
As of September 30, 1972 



Number Total 

of cost 

Status miles (billions) 

Total 272,359 $33. ?• 
Completed since 

July 1,1956 258,645 25.5 
Underway or 

authorized 13,714 5.1 



a. Includes$3.1 billion of worK In the engineering 
or right-of-way acnuliltlon stage, not shown sepa- 
rately. 

Source.- U.S. Department of Transportation, Fed- 
eral Highway Administration. 



were programs for Appalachian road- 
building; landscaping, scenic enhance- 
ment, and other beautification; new 
highway and motor vehicle safety; new 
urban traffic operations improvements 
(TOPICS) to reduce traffic congestion 
in urban areas; expanded aid to high- 
ways in rural areas; new Economic 
Growth Center highways; special high- 
way employee training; bridge replace- 
ment; and a new urban system to help 
solve urban transportation problems. 

A discussion of the full scope of 
these recent program developments lies 
outside the range of this study. Initial 
authorizations for Federal expenditure 
are relatively small, in comparison 
with most older programs, and some 
of the newer efforts are of an experi- 
mental or temporary nature. Two, 



8. /9"*() Needs Report, op. cil., p. 26. 

AutuJu' f^oDimerco. Ft,deral Highway Admlnlfltratlon. pp. 04-08. 

Although cutbacks, to retrain innatlonary prosstiros and conform to Congronslonal mandat«« for 
Fwlcral expenditures control, were ordered «i intervals during chvM of tLrcal year m" ti^h 
1070. the amounts Anally made available each year were emial to (.rZ.V«.nr fi?-., L . ^''5 
amounts before the cutback. 1070 Nee,ls Heport. 0^) 0^^. 51-52 " ^""^'^'"^ 
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however, merit special comment: the 
new urban system and the bridge re- 
phice'nont program. The Federal-aid 
program in urban areas has heretofore 
been confined by law to extensions of 
the rural interstate and primary routes 
into and through the cities. The new 
system will consist of additional routes, 
to be select d cooperatively by local 
officials and state highway administra- 
tors. Congress authorized $100 million 
for the urban system for each of the 
fiscal years 1972 and 1973. These 
amounts are said to represent only a 
small fraction of sums needed, which 
are estimated at $4 billion aiuiually 
over the next 20 years, without any 
allowance for cost increases.^ 

Similarly, the bridge replacement 
program, for which Congress authorized 
$125 million aiuiually in 1971 and 1972, 
will refjuire large sums. The uiitial 
plan calls for an inventory of all bridfeos 
on the Fodcral-aid system; evaluatioii 
of their serviceability, safety, and es- 
sentiality for public use; and assignment 
of a priority for replacement of each 
bridge. Preliminary estimates indicate 
that, of the r)():i,000 bridges in the nation, 
88,900 are critically deficient, and that 
900 new major waterway crossings are 
needed. Total costs are estimated at 
$18.8 billion. Nearly three-fourths of the 
bridges are on country, secondary, and 
rural roads not affiliated with the 
Federal-aid highway system.® 

The needs estimate covers capital 
expenditure requirements only^-i.c., 
new construction, reconstruction, major 
resurfacing, and enhancement — and ex- 
cludes the $18.8 l)illion said to be needed 



for bridges . A I uintenance and ad- 
ministration expenses are not included. 
In presenting the needs estimates, the 
Hureau of Public lloads cited several 
reasons why the projections probably 
understate actual current needs: (1) 
travel projections, particularly in urban 
areas, have proved too conservative in 
the past, and seem likely to be so in 
the latest projections; (2) legislation 
since the basic estimates were f)repared 
has provided for new programs such as 
an urban system, relocation housing 
assistance, and fringe parking; (3) the 
growing awareness of t)ie social and 
environmental responsibilities of the 
highway program calls for new design 
concepts; and (4) new safety features 
are not reflected in the projection of 
needs. 

Even with the exclusions noted, this 
needs estimate implies a level of high- 
way capiti:!. outlay, in each of the .lext 
IT) years, roughly twice present spend- 
ing. Drawing board needs, of course, 
differ from what is tecluiically, politi- 
cally, or economically feasible to ac- 
complish within a given time span. 
Existing I'ederal highway-user taxes, if 
extended, would yield an estimated 
$0.0 billion in 1980, only $1.7 billion 
more than in 1970. State-local highway- 
user receipts, which support both main- 
tenance and ci);:ital expenditure, now 
amount to $9 billion (excluding bond 
proceeds) and will rise slowly. Thus 
within th(s present financial structure, 
it seems highly unlikely tluvt such needs 
estimates could be(!ome a realistic 
policy goal for achievement in the next 
15 years. 



8. Addroflfl »jy Ko(l«ral Highway Administrator F. C. Tumor beforo Northern Virginia Chapter. 
Virginia Motor Vehicle Conference, Soptomber 23, 1971, Arlldgtoni Virginia. U.S. Department of 
Transportation. Federal Highway AdmlnlstraUon News, pp. 4--5. 

9, i970 Needs Ucport, op, c«.. p. 60. 
10. Ibid., p. 54. 
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Projections 

The full eflfert of recent Federal 
legislation on highway policy remains to 
be seen, and still other questions con- 
cerning future policy are as yet un- 
answered. What seems clear, however, 
is that as work on the 42,r)00-mile 
interstate system tapers off, there is not 
likely to be a corresponding decline in 
highway activity. Numerous other pro- 
grams seem potential candidates for 
Congressional consideration. As noted 
above, the new urban system and the 



bridge replacement program will require 
sizable funds if these program goals 
are to be realized. The Federal Highway 
Administrator has suggested that the 
major focus of the post-interstate pro- 
gram should be on cities and the primary 
road system. The latter system is made 
up of highways usually signed as U.S. 
routes (e.g., U.S. 1). One recommenda- 
tion is that the heaviest traveled of 
these roads be converted into "Juni3r 
Interstates," by building a parallel two- 
lane road to make divided highways out 
of them; estimated Federal and state 



Table 6.5 

Local Expenditures for Highways by Purpose 
Actual and Projected, Selected Fiscal Years, 19SS-1980 



Purpose 

Total Current Capital 
Fiscal year highways operation outlay 

Amount (millions) 



Actual ! 

1955* $ 6,452 $2,215 $4,237 

I960 9,428 3,088 6,340 

1965 12,221 3,897 8,324 

1970 16,427 5,665 10,762 

Projected: 

1975 22,969 8,209 14,760 

1980 29,810 11,402 18,408 

Percent increase, selected intervals 



1955-1960 46 39 50 

1960-1965 30 26 31 

1965-1970 34 45 29 

1970-1975 40 45 37 

1975-1980 30 39 25 

1960-1970 74 83 70 

1970-1980 81 101 71 



Source.- Actual data from U.S. Department ot Commerce, Bureau ot the Census. Computations and 
projections by Tax Foundation. 
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costs aro a minimum of $2 billion 
annually. 

Although illustrative projects have 
been indicated, no attempt is made here 
to specify the nature of future highway 
investment. The [)rojections assume that 
increases in capital expenditures for 
highways will parallel those of the past 
decade, rising somewhat more rapidly 
in the early part of the seventies and at 
a slightly slower pace thereafter, follow- 
ing completion of the interstate system, 
(It is implicitly assumed here that the 
Highway Trust Fund or an alternate 
means of Federal financing will be 
continued past the presently selieduled 
expiration date in 1977.) 

Capital expenditures are estimated at 
$14.8 billion in 1975 and $18.4 billion 
in 1980, as compared with $10.8 billion 



in 1970. For the decade as a whole, 
the projected annual rate of rise is 
0.5 perctint, the same as was experienced 
during the sixties (Table 6.5). 

Outlays for current operations — main- 
tenance, administration, and research — 
are projected to double during the 
decade, rising from $5.7 billion in 1970 
to $11.4 billion in 1980. The accelerated 
rate, 7.2 percent per year as compared 
to GM percent in the sixties, is due 
mainly to sharply rising costs foreseen 
for maintaining roads and streets. 

According to the projections, total 
highway outlays would rise by about 
four-fifths, or from $16.4 billion in 
1970 to $29.8 billion in 1980. Relative 
gains would average 6.1 percent 
annually, as compared to 5.7 percent in 
the previous decade. 



11. Address by F. O. Turner. Federal Highway AdminiBtratc before Annual Highway Safety Con- 
ference of the National Auociation of Women Highway Safety Leaders, Inc., October 5, 1971, 
U.S. Department of Transportation. Federal Highway Administration News, 
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Over-All Expenditures 
and Related Considerations 



This Chapter reviews recent over-all 
trends in spending, presents projections 
for the categories not included in the 
four major functions previously dis- 
cussed, and summarizes the expenditure 
projections. At the same time, perspec- 
tives on the expenditure totals are pro- 
vided by comparison of rates of growth 
over time, and in relation to population 
and income. 

Trends in Over^AU Spending 

Wliile the expansion of state-local 
budgets has been remarkably persistent 
from year to year since 1950, there have 
been at least three apparent "cycles" of 
growth, each of intermediate length. 
These three periods were characterized 
by different rates of change reflecting 
underlying social, political, and economic 
forces at work. The first occurred in the 
postwar years up to 1960, when states 
and localities— like other sectors of the 
economy— were trying to cope with 
dislocations generated largely by the de- 
pression in the thirties and the war in 
the forties, as well as by changing de- 
mographic characteristics. These in- 
fluences have been documented.* In the 
years from 1950 to 1960 state-local 
general outlays grew from $23 billion to 
$52 billion, at average annual rates of 
around 9 percent. During the same 
period, growth in the over-all economy, 
as measured by the gross national 



product, increased at rates under 7 per- 
cent annually. 

By the early sixties, the thrust of the 
iofces more or less automatically boost- 
ing stated-local outlays appeared to have 
lessem?d somewhat. Expenditure gains 
from 1960 to 1965 eased to 7i percent 
annually, not so far out of line with 
increases in other major sectors. (The 
gross national product rose by a little 
over 6 percent a year.) 

A third "cycle" appears to have gotten 
under way in the last half of the sixties, 
ushering in unprecedented increases in 
outlays of states and localities. Spending 
rose from $75 billion in fiscal 1965 to 
$131 billion by 1970, by more than 
three-fourths. Annual rates of growth 
averaged 12 percent in this five-year 
interval, and extended up to 13 and 14 
percent in the most recent years re- 
ported. By comparison, annual rates of 
change in other sectors of the economy 
from 1965 to 1970, seemed modest;* 



8 
7 
12 

1. See, for example. Fiscal Outlook for state and Coeal Oomnment to 1976, Tax Foundation. 1966. 

2. Computatlon« baaed on purcha«e« of goods ^nd iervlcee» calendar year bails. Data from Bureau of 
Economic Analysis, U,S. Department of CvAmetce. 



Sector 

Consumer buying 
Business spending for new 

plant and equipment 
Federal government pur- 
chases 
Gross national product 
State-local purchases 



Rate 
(percent) 

7 
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Table 7.1 

Sources of Growth in 
State-Local General Expenditures 
Fiscal Years 1965 to 1970 









Amount 




Annual 


Percent 


of 




rate of 


of 


Increase 




change 


total 


(bil- 


Source 


(percent) Increase 


lions) 


Population 


• 1.1 


9.1 


$ 5.2 


Price'' 


3.8 


31.7 


18.0 


Other 


7.1 


59.2 


33.6 


Total 


12.0 


100.0 


$56.8 



a. Total population growth only. 

b. Coniumer pricei only. 

SourcBi Computed from data published by U.S. 
Department of Commerce and U.S. De« 
partment of Labor. 



Available evidence suggests that in the 
past two years (since the 1970 fiscal 
year ended) state-local tinance has 
continued as the number one growth 
sector of the economy, although there 
are indications that recent increases 
have receded from previous peak rates. 

Some of the underlying influences 
are discussed in Chapter II. While it is 
not possible to isolate and measure the 
influence of all causal factors, Table 7.1 
summarizes effects of some broad ele- 
ments. It shows the relative contribu- 
tion of chatiges in population and prices 
generally to the 196.5-1970 expansion of 
state-local outlays. 

Within the context of this analysis, 
it can be seen that factors other than 
general population and price trends 
contributed nearly three-fifths ($34 bil- 
lion) of the increase. This ''all other" 
category includes the effects of program 
additions and cxpatisions; excess in- 
flation (as through more rapidly rising 

3. "Real.** ua uied hero, meani that adjuatmei 
account Is taken of differential rates wlilch H 
ter 11). 



salaries in government, medical care, 
construction, etc. ) ; more intensive 
utilization of state-local services per 
unit of population; and still other 
influences. 

General price effects, however, were 
significant, accounting for almost one- 
third, or $18 billion, of the 1965-1970 
rise in state-local spending. General 
population growth accounted for less 
than 10 percent, or $5 billion, of the 
rise. 

The Outlook 

Previous chapters have dealt with 
education, public welfare, health and 
hospitals, and highways. In total these 
four largest categories account for about 
70 percent of state-local general spend- 
ing. To gain perspective on the entire 
expenditure outlook, it is first necessary 
to examine the remainder of categories, 
accounting for about 30 percent of the 
total. 

Miscellaneous General Expenditures. 
These other services, classified as ''mis- 
cellaneous," cover a wide range of some- 
what heterogeneous activities. While 
there was variation in growth rates 
among the different types of services in 
this group, the over-all rate of increase 
in the past decade was similar — only 
slightly less — than for the four largest 
categories. From 1960 to 1970 miscel- 
laneous general expenditures rose from 
$16 billion to $38 billion, or at an aver- 
age rate of 9.3 percent a year. After 
adjustment for growth in total popula- 
tion and in general prices, the annual 
increases during the sixties averaged 5.5 
percent; that is to say, the per capita 
rise in real terms was 5.5 percent a 
year.^ 

Projections for the six segregablo 
classifications of these miscellaneous 

haa boon made for consumer prices genorally; no 
ly to state-local purchases (see discussion In Chap« 
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Table 7.2 

Detail of State-Local General Expenditures for Miscellaneous Functions* 
Actual and Projected, Selected Fiscal Years, 1950-1980 



Function 



interest Housing 

Police on Sanitation and 

and General general and urban All 

Fiscal year fire control'' debt sewerage renewal other* 



Amount (millions) 



Actual: 
1950 
1955 
1960 
1965 
1970 

Projected: 
1975 
1980 



$1,264 
1,923 
2,850 
3,855 
6,518 



10,448 
16,226 



$1,041 
1,452 
2,113 
2,773 
4,682 



7, '02 
11,340 



$ 



458 
838 
1,670 
2,490 
4,374 



7. '■.06 
1^,475 



$ 834 
1,142 
1,727 
2,360 
3,413 



8,585 
11,333 



$ 



452 
499 
858 
1,250 
2,138 



3,585 
5,826 



Percent increase, selected intervals 



$ 3,070 
3,819 
6,313 
9,358 
16,715 



28,800 
46,760 



1950-1955 


52.1 


39.5 


83.0 


36.9 


10.4 


24.4 


1955-1960 


48.2 


45.5 


99.3 


51.2 


. 71,9 


65.3 


1960-1965 


35.3 


31.2 


49.1 


36.7 


45.7 


48.2 


1965-1970 


69.1 


68.8 


75.7 


44.6 


71.0 


78.6 


1970-1975 


60.3 


58.1 


71.6 


151.5 


67.7 


72.3 


1975-1980 


55.3 


53.2 


66.2 


32.0 


62.5 


62.4 


1960-1970 


128.7 


121.6 


161.9 


97.6 


149.2 


164.8 


1970-1980 


148.9 


142.2 


185.2 


232.1 


172.5 


179.7 



Annual rates of change, selected Intervals 



1950-1955 


8.8 


6.9 


12.8 


6.5 


2.0 


4.5 


1955-1960 


8.2 


7.8 


14.8 


8.6 


11.4 


10.6 


1960-1965 


6.2 


5.6 


8.3 


6.5 


7.8 


8.2 


1965-1970 


11.1 


11.0 


11.9 


7.7 


11.3 


12.3 


1970-1975 


9.9 


9.6 


11.4 


20.0 


10.9 


11.5 


1975-1980 


9.2 


8.9 


10.7 


5.7 


10.2 


10.2 


1960-1970 


8.6 


8.3 


10.1 


7.0 


9.6 


10.2 


1970-1980 


9.5 


9.2 


11.0 


12.8 


10.5 


10.8 



a. Totals appeal in List column of Table 7.3. 

b. Includes financial administration. 

Excludes education, highways, public welfare* and health and hospitals. 
Source; Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and 
projections by Tax Foundation. 



76 



Table 7.3 

Summary of State-Local General Expenditures by Major Function 
Actual and Projected, Selected Fiscal Years, 1950-1980 



Fiscal year 



Total 
general 



Major function 



Education Highways 



Health 
Public and All 
welfare hospitals other* 



Actual: 
1950 
1955 
1960 
1965 
1970 

Projected: 
1975 
1980 



Amount (millions) 



$ 22,787 
33,724 
51,876 
74,546 
131,332 



$7,177 
11,907 
18,719 
28,563 
52,718 



$ 3,803 
6,452 
9,428 
12,221 
16,427 



$ 2,940 
3,168 
4,404 
6,315 
14,679 



$1,748 
2,524 
3,794 
5,361 
9,668 



$ 7,119 
9,673 
15,531 
22,086 
31, m 



214,800 80,746 22,969 27,128 17,631 66,326 
320,021 116,877 29,810 39,460 29,914 103,960 

Percent Increase, selected intervals 



1950-1955 


48.0 


65.9 


69.7 


7.8 


44.4 


35.9 


1955-1960 


53.8 


57.2 


46.1 


39.0 


50.3 


60.6 


1960-1965 


44.0 


52.6 


29.6 


43.4 


41.3 


42.2 


1965-1970 


76.2 


84.6 


34.4 


132.4 


80.3 


71.3 


1970-1975 


63.6 


53.2 


39.8 


84.8 


82.4 


75.3 


1975-1980 


49.0 


44.7 


29.8 


45.5 


69.7 


56.7 


1960-1970 


153.2 


181.6 


74.2 


233.3 


154.8 


143.6 


1970-1980 


143.7 


121.7 


81.5 


168.8 


209.4 


174,7 






Annual rates of change, selected intervals 




1950-1955 


8.2 


10.7 


11.2 


1.5 


7.6 


6.3 


1955-1960 


9.0 


9.5 


7.9 


6.8 


8.5 


9.9 


1960-1965 


7.6 


8.8 


5.3 


7.5 


7.2 


7.3 


1965-1970 


12.0 


13.0 


6.1 


18.4 


12.5 


11.4 


1970-1975 


10.3 


8.9 


6.9 


13.1 


12.11 


11.9 


1975-1980 


8.3 


7.7 


5.4 


7.8 


ll.i 


9.4 


1960-1970 


9.7 


10.9 


5.7 


12.8 


9.8 


9.3 


1970-1980 


9.3 


8.3 


6.1 


10.4 


12.0 


10.6 



• . detail In Table 7.2. 

Soukb: Basic data from U.S. Dapartmant of Commarea, Buraau of tha Cenaut. Computatlont and 
projections by Tax Foundation. 
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functions appear in Tabic 7.2, along 
with hist(jrical trends. The projections 
uro d(»signed to answer the ((uestion: 
What levels of expenditure would prevail 
in 1975 and 1980 if per capita spending 
for each of the functions, in constant 
dollars, continues to rise at the rate 
experienced from 1960 to 1970? 

According to the projections, outlays 
for the miscellaneous activities would 
rise frwm $38 billion in 1970 to $104 bil- 
lion by 1980, by 10.6 percent annually. 

The fastest growing categories among 
these miscellaneous functions are seen 
as sanitation and sewerage; interest on 
general debt; housing and urban re- 
newal; and ''all other." The last group- 
ing includes local parks and recreation, 
natural resources, airports, water trans- 
port and terminals, employment security 
administration, and general public build- 
ings. 



In all cases the increases depicted 
for the rest (jf the seventies are some- 
what above those of the sixties. The 
differential is due to the assumption 
that general prices will rise slightly 
faster in the period ahead. 

Summary of Expenditure 
Projections 

The outlook for total spending by 
major functions is depict(jd in Table 
7.3, in comparison mth historical trends. 
Under the assumptions behind this 
study, state and local general expendi- 
tures would rise from $131 billion in 
fiscal 1970 to $215 billion by 1975 and 
$320 billion by 1980. The ten-year rise 
to 1980 of 144 percent would be some- 
what less than the 153 percent growth 
in the past decade. In terms of annual 
rates, the projections indicate a 9.3 
percent yearly rise to 1980, compared 



Table 7.4 

Functional Distribution of State-Local General Expenditures 
Actual and Projected, Selected Fiscal Years, 1960-1980 



Percent of total 







Actual 




Projected 


Function 


1960 


1965 


1970 


1975 


1980 


Total general 


100.00 


100.00 


100.00 


100.00 


100.00 


Education 


36.08 


38.32 


40.14 


37.59 


36.52 


Highways 


18.17 


16.39 


12.51 


10.69 


9.32 


Public welfare 


8.49 


8.47 


n.i8 


12.63 


12.33 


Health and hospitals 


7.31 


7.19 


7.36 


8.21 


9.35 


Police and fire 


5.49 


5.17 


4.96 


4.86 


5.C7 


General control* 


4.07 


3.72 


3.56 


3.45 


3.54 


Interest on general debt 


3.22 


3.34 


3.33 


3.49 


3.90 


Sanitation and sewerage 


3.33 


3.17 


2.60 


4.00 


3.54 


Housing and urban 












renewal 


1.65 


1.68 


1.63 


1.67 


1.82 


Other general 


12.17 


12.55 


12.73 


13.41 


14.61 



•« lnelud«t financial administration. 

Source: Oomputad from data in Tablts 7.2 and 7.3. 
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Table 7.5 

State-Local General Expenditures for Major Functions In 
Relation to Personal Income 

Actual and Projected, Selected Fiscal Years, 1960-1980 



Expenditures per $1,000 of personal income 



Actual Projected 



Function 


1960 


1965 


1970 


1975 


1980 


Total general 


$131.99 


$144.82 


$169.03 


$184.16 


$193.68 


Education 


47.63 


55.49 


67.85 


69.23 


70.73 


Highways 


23.99 


23.74 


21.14 


19.69 


18.04 


Public welfare 


11.20 


12.2/ 


13.89 


23.26 


23.88 


Health and hospiteils 


9.65 


1G.41 


12.44 


15.12 


18.10 


Police and fire 


7.25 


7.49 


8.39 


8.96 


9.82 


General control* 


5.38 


5.39 


6.02 


6.35 


6.86 


Interest on general debt 


4.25 


4.84 


5.63 


6.44 


7.55 


Sanitation and sewerage 


4.39 


4.58 


4.39 


7.36 


6.86 


Housing and urban 












renewal 


2.18 


2.43 


2.75 


3.07 


3.53 


Other general 


16.06 


18.18 


21.51 


24.69 


28.30 



a. Includes financial administration. 

Soure9: Computed from data in Tables 7.2 and 7.3. 



to 9.7 percent in the sixties. Highor 
rates, averaging 10 percent annually, 
are portrayed in the first of the projec- 
tion period, gradually slowing to 8 
percent in the last part of the decade. 

The only faotor accounting for the 
indicated decline in the over-all rate of 
spending is the expectation that case- 
loads in education and in welfare will 
rise less rapidly in the years ahead. For 
all other services combined (i.e., the 
total less education and welfare), out- 
lays are shown as rising from $(>4 
billion in 1970 to IKK) billion in 1980, 
or at annual rates averaging 9.6 percent 
as compared with 8.3 percent in the 
sixtie^s. 

Other Perspectives on the 
Projections 

The projections rovfuil some shifts as 
among different functional groupings, 
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as well as further increases above the 
rise in personal income and population. 

Functional Shifts. Some reallocation 
of funds among the major functions is 
foretold in the projections, with the 
role of education and highways in the 
total declining significantly from recent 
levels (Table 7.4). The share of the 
budget devoted to education rose from 
36 percent in I960 to 40 percent in 
1970, but is projected to fall bo^ck to 37 
percent by 1980. The share for high- 
ways— 18 percent in 19{)0, fell to 12.5 
percent in 1970 and is projected to drop 
to just over 9 percent by 1980. Further 
increases in the portion of funds for 
public welfare, health and hospitals, and 
most other types of general spending 
are foreseen by 1980. 

Relation to Income. Table 7.5 directs 
attetition to the relationship between 

PI 



stttto-local (^xpomlitu^^^s and personal ' 
income. From IDOO to 1970 exfH^iulituros 
rose from $i:V2 to SKU) por $1,000 of 
personal in(*unu». Tluj incrcaso in ox- 
pendituros (loJi pon^ont) was nearly 
three-fifths higher than the 98 p(»r(?ent 
rise in personal inronie. The 1980 pro- 
jections of expenditures amount to 



$194 per $1,000 ()f the Jissumed levels 
of personal income. All major functiims 
ex(!ept highways would continue to 
rise at rates above personal income 
gains. 

Per Capita Changes—Current ami Con- 
stant Dollars, Data in Trhle 7.(5 provide 



Table 7.6 

Per Capita State-Local General Expenditures for Major Functions in 
Current and Constant Dollars 
Actual and Projected, Selected Fiscal Years, 1960-1980 



Amount Percent increase' 



Actual Projected 

1960- 1S70- 

Function 1960 1970 1975 1980 1970 1980 



Current dollars 



Total general 


$289 


$644 


$993 


$1,386 


123 


115 


Education 


104 


259 


373 


506 


148 


96 


Highways 


53 


81 


106 


129 


53 


'^O 


Public welfare 


25 


72 


125 


171 


193 


137 


Health and hospitals 


21 


47 


82 


130 


124 


173 


Police and fire 


16 


32 


48 


70 


101 


120 


General control** 


12 


23 


34 


49 


95 


114 


Interest on general debt 


9 


21 


35 


54 


131 


152 


Sanitation and sewerage 


10 


17 


40 


49 


74 


193 


Housing and urban 














renewal 


5 


10 


17 


25 


119 


141 


Other general 


35 


82 


133 


203 


133 


147 



Constant 1970 dollars'' 



Total general 


$380 


$644 


$821 


$990 


70 


54 


Education 


137 


259 


309 


361 


89 


40 


Highways 


69 


81 


88 


92 


17 


14 


Public welfare 


32 


72 


104 


122 


124 


69 


Health and hospitals 


28 


47 


67 


93 


71 


95 


Police and fire 


21 


32 


40 


50 


53 


57 


General control'' 


15 


23 


28 


35 


49 


53 


Interest on general debt 


12 


21 


29 


39 


76 


80 


Sanitation and sewerage 


13 


17 


33 


35 


33 


109 


Housing and urban 














renewal 


6 


10 


14 


18 


67 


72 


Other general 


46 


82 


110 


145 


78 


76 



a. Computed on tha basis of unrounded numbers. 

b. Includes fmancial administration. 

c. Adjusted by consumer price index. 

Source: Computed from data in Tables 7.2 and 7.3, with price data from the Bureau of Labor Statistics, 
U.S. Department of Labor. 
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perspectives on expenditure trends ad- 
justed for population and general prices. 
Per capita state-local spending rose 
from $289 in 1960, by 123 percent, to 
$644 in 1970. In current dollars, the 
projections indicate a future rise to 
$1,386 by 1980, or 115 percent. 

In dollars of 1970 purchasing power, 
per capita state-local outlays would 
rise by 54 percent from 1970 to 1980, 
to $990. The increase shown for some 
services is significantly higher than the 
over-all average. 

Expenditures by Object The number 
of (fuU-timo equivalent) employees of 
state-local jurisdictions is estimated to 
increase by 2.6 million from 1970 to 
1980, of from 8.5 to 11.1 million— a 
percentage rate significantly below that 
of the sixties (Appendix Table A.5). The 
slackening reflects educational trends 
discussed elsewhere. With average 
salaries continuing to go up at rates 
of the 1960-1970 period, however, pay- 
rolls would still increase substantially — 
by 2.4 times as compared to 2.6 times 
in the sixties. 

Capital outlays, in current dollars, 
are projected as approximately doubling, 
risuig from $30 billion in 1970 to $58 



4. See Chapter VIII, page 03. 



billion in 1980 (Appendix Table A.6). 
The "money" increase is proportionately 
about the same as in the sixties. Growth 
in actual physical volume (i.e., adjusted 
for prices) would be somewhav. less. 

Sonve Uncertaintiea 

Based on trends during the sixties and 
assumptions concerning future economic 
parameters, the projections do not take 
into account future policy decisions 
which could influence spending. In 
particular, no allowance is made for the 
potentially stimulative effect of new 
funds from the Federal revenue sharing 
program.^ Other Federal programs are 
under consideration (e.g., national 
health insurance) or have recently been 
enacted (welfare for adult categories) 
under which the Federal government 
would take over the financing and ad- 
ministration of some programs formerly 
administered by state--lonal units. There 
is no way of knowing to what extent any 
resulting influx of new Federal funds 
would add to the total stream of spending 
by all levels of governments, or would 
serve as a substitute for state-locc i funds 
now applied to similar programs. 
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VIII. 

General Revenues 



The rapid growth in state-Ki^;al spend- 
ing during the sixties wiis paralleUnl by 
gains in revenue.* For the decade as a 
whole, annual revenue increases aver- 
aged 10 percent. As was the eas<; with 
spending, however, this average obscures 
the disparate rates of (fhange which took 
phice at different intervals within the 
period. From lUOO through 19(50, the 
rate of increase was just und(?r S percent 
a year, more than 2 perc(nitage points 
less than the rat(5 for the preceding five 
years (IQoo-igOO).^ This slowing in the 
revenue growth rate, however, proved 
to be short-lived. In the ensuing five 
years increases averaged 12 percent 
annually and reached 13 and 14 percent 
in the last two fiscal years repf^rted 
(1909 and 1970). By ^1970, general 
revenues totaled $i;i0.8 billion, up $S0 
billion or 159 percent from their 19(>0 
level 

Accompanying th(?.s(» revcnuie inci'(mses 
were .some significant structtiral changes, 
as n»fi(»ctcd both in intergovernmental 
financing arrangements and in the com- 
position of revenue.^ raised by state local 
imits from th(Mr own sources. Kach of 
the major rev(MUi(^ .sources C()nti'ibut(»d 
to (he ov(;r-all ris(? — state mid local 



taxes, charges and other nontax r(»v- 
enu<»s,^ and Federal grants-in-aid. 
While Federal grants more than 
doubled, rising faster than other revenue 
components, $05 billion, four-fifths of 
the decade's rise in revenues, came i n 
state-local own sources. Subst- 1 - /\ 
though it was (Sol billion), tli. . 
state-locally imposed taxes laggo. i i- 
portionately behind that of othei anajor 
revenue categories, with the result that 
taxes dropped from arouiiu 72 percent 
of general revenues in 1900 to 00 percent 
in 1970. Revenues from charges and 
misc(»llan(»ous sounies rose from lo to 19 
percent of the total, and Federal grants 
from 14 to 17 percent. 

These broad structural changes were 
accompanied by other d(;velopments 
leading to a decline in the role of local 
governments, relative to higher l(;v(;ls, 
in financing combined stat(»-local ser- 
vic(\s. Shifts in the int(»rg()Vernmental 
shares of state-local financing i\n\ de- 
picted in Table SI, .showing gc^iK^al 
rev(jnu(\s according to the origiiuitii;^g 
lev(*l of gov(*rnm(nit. Dtiring the decnde 
the rise in funds rai.sed by F(»(l(Tal and 
state units combined gr(»w at a rate half 
again as rapidly as that for locallv 



1. Tho "rcvmiu,/* ns uspcI h«re, dcala with "Kenorul rovoiiuo" only: that Ih. all fttuti^-local 
n» cnuh oxitopt that from utllltli^'' Iliiuor Bloros, and Insuranciv-trust syHteina (ompioyco retlrompiit, 
uiu'ttiployniont and worknian'N ooinpeusatlon). 

2. Dbta oh historical tromlH appour in Table s.U, alotiK with projoetlons. 

3. DosiKnatod aH rurroiit fharKos and ndscollanooiw gtjneral r**vcntio«. Uioho catnKori«« coniprlHo 
amounts rocrivrd from thn pul)ll(; for pc^rfonuanco of spi'.Jfle sorvinos honenUim tho p«r«on chargud; 
from milcH v.f ('(iniiiuxlitiiw and sorvlros oxi'cpt thoso by llciuor Ht*>riw and local utilitlitB; from fiHw, 
toll ciuifKUH, tuition. KfOMS Income of commorical-typn activitlt'S— parkinj? lots, school lunch pro- 
«rams. ntc. * 'IscollancouH K«'ncral rovonim includes Interest oarnln«H on deposits and securities 
other than ..iterost on Insuraneo trust funds, special assiiShtiients, sales of property, and other 
items. 
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Table 8,1 

Origin of State-Local General Revenues by Level of Government 
Selected Fiscal Years, 1960-1970 



Level of government Exhibit: local 

property 

Fiscal year Total Federal State Local tax 



Amount by originating level (millions) 



1%0 


$ 50,505 


$ 6,974 *:0,618 $22,912 


$15,798 


1965 


74,000 


11,029 30,610 32,362 


21,817 


1970 


130,756 


21,J57 57,507 51,392 


32,963 






Percentage distrib Jtion 




1960 


100.0 


13.8 40.8 45.4 


31.3 


1965 


100.0 


14.9 41.4 43.7 


29.5 


1970 


100.0 


16.7 44.0 39.3 


25.2 




Hypothetical amounts under 1960 distribution (millions) 


1970 


$130,756 


$18,044 $53,348 $59,363 


$40,927 



Source: Bas^c data from U.S. Department of Commercei Bureau of the Census. Computations by Tax 
Foundation. 



j!;(*n(»rat(Hl funds. As a n^sult, th(^ 
amount raisod by looal K<>voriuu(Mits 
uloiu* droppod from 4^ p(!n'(»iit of 
total ill 1!)()0 to p(»rc(Mit, in 11)70. This 
shift occurnMl hir^oly iu th(» hist fiv(^ 
years of \\\v. p(^riod. In th(» ahscnn* of 
this (ihanK<* ii^ int4»rK(*V(*rnm(»ntal 
shares- and assuming that th(^ same 
amount of money woulci lwr.(» Imm 
raised n^KHrcUess of th(» h^V(»l of nov*»rn- 
HKMit r(»sponsli>lo for financing — t lie local 
shiir(» of the total would have l)e(»n $0!) 
billion in 1{)70, instead of tlio $n\ l)illion 
aetiially raised. Within this frain(»work 
of reasoning* r(»v(Miues raised by localiti(^s 
in 1U7() wrvo less by $S billi(»n, or Ui 
IXTcent. thu.i und(T the ItHK) sharing 
arrangenKMits. Th(» states and tlu^ 
I'ed(»ral }i;ov(M'nnient eiu^h furnished 
about $4 billion of this ^'nuliiction'* in 



n^veiUK* originating locally ov<t the ton- 
year span. 

This sliift in intc^rgoverunKMital 
hiiancinK also app<»ars to have Ixmmi as- 
so('iat(Ml in part with a similar d<»('line in 
administrativ(» n^sponsibility of local 
goveriinKMils r(»lativ<^ to the states. State 
(lin»ct expenditur<\s for state functions, 
for (»xHinpl(», gr(»w by 174 perc(»nt from 
1!)(){) to l!)7(); local outlays for s(»rvice8 
administered locally grew by 14;{ por- 
c(Mit. To soin(? <»xt<»nt thes<» (liff(»r<Mit 
growth rat(»s n^RiH'X varyhig triMids in 
exp(»nditur(»s for s(»rvic<»s financc^d pri- 
marily by st,at(»s ((».g., higlu»r educatioti) 
or by localities (e.g., public schools). In 
otlH>r instanc(^s, howevf^r. th(j shift 
r(»sult(xl from (l(4ib(»rate takeov(»r of 
larg(»r shares oi a<ltninistrative re- 
sponsil)ility by the stat(»s.* 



4. Kor (*xttttU)l«. In lOOO ^oymmvniH uh a wliolu (tlu»ti ah tiow tlinrn wrro linporlatil viirlaUotiH 
atnonf< JiKHvirliial HtatoN) paid ((Irmuly for about oiu'-tialf of all publir. wnlfat^^ sorvlrc^, with tho 
lnralitlo.«t a^ a »<r()Up (liHhurHln^ i\\m\i thi^ name amotint : 1)y H)7(), tho miU^s Kpont 2t) permit mure 
than lucaHtlOH in diroct wolfarti outlays. 
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The outlook for future revenues can state-local general re enues— taxes, 
best bo examined through separate charges and miscellaneo'^s receipts, and 
analysis of the major components of Federal grants-in-aid.^ 



State and Local Taxes 



litate-local tax collections rose from 
$36.1 billion in 1900 to $86.8 billion in 
1970, by over $50 bilVion or 140 percent.' 
The annual rate of the increase for the 
decade as a whole was just over 9 
percent. While, as noted earlier, the rise 
in taxes alone was not proportionately 
as steep as that for other revenue 
sources, more than three-fifths of the 
total revenue increase came from taxes. 
Year-to-year increments in tax collec- 
tions were somewhat uneven, reflecting 
changes in the taxable base brought on 
by ^oth economic fluctuations and new 
tax laws. In general, there was a sharp 
acceleration in the rate of increase 
beginning in 1966. Prior to that— from 
1961 through 1965— annual increments 
averaged 7.3 percent. In succeeding 
years of the decade annual increases 
averaged 11 percent and exceeded 13 
percent in 1969 and 1970. 

Shifting Tax Sources 

Underlying the over-all rise in taxes 
were disproportionate rates of growth 
in different tax sources. Gaining most 
strongly were lev'is on individual in- 
come and general sales, for which yields 
more than tripled during the decade. 
These two sources rose half again as 
rapidly as the total for all other taxes 
combined. For the most part these 
changes represented an extension of 
trends since World War II. 

The performance of the property 
tax, however, veered frf)m the pattern 
set in the previous postwar years. At 
the turn of the century the tax brought 



i.^ about 82 percent of state-local tax 
yields; this portion decUntid steadily, 
'm^hing 46 percent by 19o0. In the face 
of widespread predictions of further 
decline in its role, the property tax 
continued to produce around 46 percent 
of all state-local tax revenues through- 
out the fifties, and had dropped only 
slightly (to 44 percent) in i*' ihare of 
the total by 1965. 

In the ensuing years, up to 1970, the 
property tax portion of state-local ^ 
taxes dropped to 39 percent. In terms 
of its contribution *x) total state-local 
general revenue (i.e., taxes, plus nontax 
state-local sources and Federal aid), the 
decline was even more precipitate (Table 
8.1). The share of the property tax in 
over-all 3tate-Iocal finance dropped 
from 31 percent in 1960 to 25 percent in 
1970. On the basis of the same kind of 
shifting analysis discussed above, the 
weight of the property tax thus dropped 
by about one-fifth during the decade. 
Other means of financing, in this sense, 
"reduced** property taxes by some $8 
billion below the level they would have 
attained had they maintained their 
1960 role in the over-all state-local 
revenue structure. 

Still another measure of the shifting 
composition of taxes is shown in Table 
8.2, relating changes in tax yields to 
changes in personal income. The per- 
centage change in tax yields per $1,000 
of personal income represents, in effect, 
the change in taxes adjusted for income 
growth. These comparisons furnish still 
another measure of the rising importance 



6. RoceiptH from borrowing are not Includnd In revenues. Debt financing Is tllscUBsed Jn Obapter IX. 
0. p.ttta oti hlstoriottl U^\{\& In tax collections appear In Tflbles 8.7 and 8.11, along witb projections. 
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Table 8.2 

Yields of Major State-Local Taxes In Relation to Personal Income 
S«lected Fiscal Years. 1955-1970 



Tax yields per $1,000 of personal income 



Tax 


19SS 


1960 


1963 


1970 


Total taxes 


$78.74 


$91.89 


$99.55 


$111.71 


Individual income 


4.15 


6.23 


7.95 


13.92 


Corporation income 


2.49 


3.00 


3.75 


4.81 


Sales and gross receipts 


25.63 


30.15 


33.25 


39.02 


General 


10.36 


13.17 


15.50 


20.76 


Selective 


15.26 


16.98 


17.75 


18.27 


Property 


35.99 


41.74 


43.87 


43.83 


Othei 


10.48 


10.73 


10.73 


10.13 



SourcB: Basic data from U.S. Department of Commerce. Bureau of the Census and Bureau of Economic 
Analysis. Computations by Tax Foundation. 



of itiromo taxes and goiioral salos taxes. 
Property tax yields, when adjusted for 
iiieome cliaiige, roS(; ab(jut 10 percent 
in the hist half of the fifties, "> percent 
in the first half of the sixties, and dc- 
elinod sliglitly in the last half of ihe 
sixties. 

Annual Fluctuations 

Wliile long' term growth considera- 
tions are of primary concern in proje(!- 
tion studies, aiwiual fluctuations in 
rev(»nuos cannot be discounted as re- 
gards their possible influence on long- 
term yi(5lds. An uneven pattern of year- 
to-year changes in tax yields mirrors tlie 
expansion and contraction pliases of the 
business cycle, an w(»ll as oiKj-time aiuiual 
boosts in iiw, l(5vel of taxes following 
pc»riods of li(uivy legislative* tax activity.^ 
Ther(5 appears to ho some int(»raction 



l)etw(}on tluise two sets of forces, as when 
thnjatened d(»ficits— oft<5n refl<;cting a 
decline in business activity—are met by 
statutory enactment of higher taxes. 
Since few tax measures are of a tem- 
porary nature, once in force the higher 
rates tend to becom(5 permanent. Thus 
short-term cyclical declines evoke 
legislative initiatives with lasting in- 
fluence on the long-term level of tax 
revenues. 

Two periods of recession occurred 
during the sixties: (a) the nine months 
following a peak in May 1960 and 
extending through February 1961; and 
(b) the 12 months from November 1969 
to November 1970.« Thus for the 105 
months from February 1961 to 
November 1969, the general (iccjnomy 
was teclmically in an expansion phase, 
althougli growth duritig the early years 



7. AlihoUKh abMoluin Krowih will cotttltna* after ttio Initial yoar rnflectlnK statutory ctianKOs, tho 
pm*ohtaKn riKo will doclltio in foilowltiK yonrs t)»cuu8e of ttm largor t)aao aKalhHt wttlch futuro annual 
ln(;renM»nt8 ure to bn nonipan'il. 

8. haond on National Muronti of Kronotnic K(>8P(\rctt, Inc. dotermlnatlons as puhllsluul In HusincsH 
ConditUms U.S. Dopari niiMit of (N)hiinorco, Kolirutiry 1072, p. 110. The date« of the latest 
contraction are tentative and suhi<M*t to rovlslon as more Information tmcomea available. 
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of sixties was somcwluit slu|^nisli. 
Thv. fisi'ul ymvs during which th(^ vovoh- 
sionary infhicnccs W(»n» of greatest dura- 
tion wvw. liMU and 1!)7() (in oacli of 
wliicli \\ivn\ w'vrt} s(>v<»n niont is of 
doclininn rrononiic activity) and 1!)71 
(whon fiv(». inontlis of tln^ fiscal y<»ur frJl 
uilhin t}w wnirnrt ion |)lias4»). 

As Table S.l{ indicat<»s, tax yi(?lds nj- 
tlncbMl the llMll downturn. ('oll(»ctions 
from individual inconu' and K^Mw^'a! 
sales taxes apjx^ur to have n\s|)ond<Ml 
immediately, wlH»n»as tlu» <dT<»et was 
«f)read out ov<»r s(»v(*ral liscal [x^riods 
for otluT types of tax<»s, and i'xtendiul to 
lIMiii in tlH» cas(» of tlu* prop(»rty tax. 
In part, t.|i(»s<? n»sults may have Ix^on 
due to tli(^ varitition in colhu'tiiiK and 
reporting periods foi' dilT(»n»nt kinds of 



tax(»s, and for dilTenMit units of nov^^rn- 
ment, primarily at tluj local h»v(^l.^ 
Unlike* Iat4'r years durinn the sixti(»s, 
ihvw. was relativ<».|y little statutory 
action inen^asinn tax(\s from lUOO 
through \\)ih\. 

Wmk nn)Nvth in tax eolk»etions 
erally coineid(»d with tin* p<»ak y(*ar in 
personal income growth (liHlO). In that 
yvMV ta\iss ros<» Wif) perc<'nt ov(»r the 
previous year, as ineonn* increas<'d by 
9.0 p(Went. Yields in fiscal l!)70, how- 
QVi'.Vf show no visil)l(» (»tT<H't of the 
economic slowdown that Ix'gan in 
l)ec(!rnl)er lilOi).'" Althouv;h in part this 
result may Vi\{\vr\ tin* kind of lags note^l 
in tb(» li)()l rec(»s.sion, in llu^ main it 
a[)pears that, at least for.,tal<'s, le}»;isla- 
tiv<j actioii was tak(Vi in advance* to 



». Kor most Htato Kov«>riiiimntH. ainl for Hrhonl HlBtrlctH. lUv. iifjcal yvar is \\n\ \2 niontliH rndlMK .Mine 
ao: nmotiK oUmt whUh of kovotiiuhmiI, t \mv \h t\um\ vurlatlo/j ir) iIhcuJ yimrH, uikJ a coiiHl<l<!rablo 
proportion xms a poriod oitdiitK t)o<M)iiilMfr 31. 
10. Tli« ttxp(!ri<^mMi was Hirttilur in fiscal U)7I. whon tho rollortloiiH ro8<? by 0.4%. 



Table 8.3 

Range of Variation in Annual Increases in 
State-Local General Revenue by Source » 

Fiscal Years 1961-1970 



Low 



High 



Median 



Revenue source 


Year 


Percent 
change 


Year 


Percent 
change 


percent 
change 


All general revenue 


1961 


7.0 


1970 


14.2 


9.8 


Total, own sources 


1963 


6.4 


1970 


14.2 


8.8 


Total, taxes 


1963 


5.9 


1969 


13.5 


8.2 


Individual income 


1961 


6.1 


1968 


25;4 


16.3 


Corporation income 


1962 


3.3 


1969 


26.3 


12.8 


General sales 


1961 


4.9 


1969 


20.6 


11.0 


Selective sales 


1962 


5.4 


1970 


13.7 


7.6 


Property 


1963 


4.1 


1970 


11.0 


6.8 


Other taxes 


1962 


3.2 


1968 


11.3 


6.2 


Charges and miscellaneous 


1961 


8.5 


1970 


18.3 


11.2 


Federal grants-in-aid 


1961 


2.3 


1966 


19.8 


11.6 


Exhibit: personal income 


1961 


3.4 


1969 


9.6 


7.6 



a. Percentage changes over previous fiscal year. 

Source; U.S. Department of Commerce. Bureau of the Census, and Tax Foundation computations, 
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Table 8.4 



Legislative Actions Increasing Major State-Level Taxes 
January 1, 19S9 through January 1, 1972 





Number of legislative actions 


Number 










of states 


Tax 






Enacting 


tovying 


Total 


\»et rates 


new taxes 


tax, U7Z 


Total 


514 


474 


40 




General sales 


75 


63 


12 


45 


Personal income 


66 


54 


12 


40* 


Corporation income 


71 


62 


9 


44 


Motor fuels 


71 


71 




50 


Cigarette 


145 


140 


5 


50 


Alcoholic beverages 


86 


88 


2 


50 



a. Excludes Connecticut, New Hampshire, and Tennessee, where tax applies to certain investment 

income only; and New Jersey, where tax applies to commuters* Income only. 
Source; Advisory Commission on Intergovernmental Relations (1959-1970) and Tax Foundation records 
(1971). 



ward olT budsc^t doficits which would 
otherwise hav(» r(\sult(»d from thcj 
threat(»iUMl decliiu^ iti taxos below 
iinioimts antiripatod whon budfirts woro 
drawn up, sometimes as loan as IS to 80 
mouths in advauro of a fiscal pc^riod, 
Legislative art ion in lOdO and 1 97 1 het 
new roeords in statutory tax incrcuisos, 

Just as legislative* de(»isionH and 
economie change interacted in shaping' 
short-run fluctuations in tax receipts, 
thesty factors were the major source of 
long-term growth in tax rcivenues during 
the sixti(»s.^^ 

Legislative Tax Increases 

Statutory revisions in state taxes wvra 
extensive during the sixties. Table S.4 
presents thc» n;cord of now tax enact- 



ments and rate increases for the six 
major state tax sources during the 
period from 1959 to January 1, 1972. 
During this period there wer^^ 40 adop- 
tions of a major state tax, and a total 
of 474 rate increases in existing taxes^ 

The annual vohuno of state tax- 
raising measures was especially heavy 
in rmnxt years. New records of $4 billion 
atid $n billion annually were set in 1909 
and 1971, njspcuitively.*^ On the whole, 
state and local combined taxes in fiscal 
1970 W(!rc» about billion — more than 
one-third~-higher than the yields which 
Would have resulted from the 1905 tax 
structure without statutory increases.^^ 

With these Icjgislative iiuTcjasc^s, the 
top rates imposed on the major tax 



11. 



12. 



ChuiiKOH in ndtiilnlstrntlvu aiul colloctloii procedures (o.k.. wlthholdliiK of perHonal Incumo taxon) 
also p)uyi»(l Homo pnrt Id nuitrnotUttiK tvx collecilunH from cxlstlriK lovlo^: the (tuuntltatlvn im« 
portnnoo of surh procedural dovices, ho*A()Ver, in not ri^adily uflcertalnahle. and on the whole Is 
prt)l>al)ly relatively Hnmll In comparison with the two tnaj tr growth Hotinuw. 
"State Tax IVoHpeets, 1«72/* Tax H\)Unda(ion'H Tar nwtvu-, Vol. 3.1. No. 3 (March 1972). State 
tax action Is reviewed annually In a fall Issue of the Tor !in(vu\ 

This $18 hilllon reflects initial yields generated by n »w legislation, together with suhseciuont growth 
affecting the base to whhth the new measures were applied. It Is based on the dlfTeronco between 
the amount the lOOA tax structure would liave produced In response to economic change alone and 
actual tax receipts In luro, 



ERIC 
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sources moved up sharply (Table 8.5). 
General sales tax rates rose from a 
maximum of 4 percent in 11)00 to 7 per- 
cent in H)72, top marginal ratc»s on 
personal income from 10| to IS percent, 
and top corporate income tax rates from 
9i to 12 percent. Similarly, new break- 
thfouRhfi ocxiurYecl \\\ ttw^ rvvt^ V)f the 
selective sales taxes. Hy the end of 1971, 
the large majority of states liad adopted 
all of t}ie major state taxes. 

There is no comprehensive; rcH:ord 
available as to statutory action on local 
taxes, particularly the property tax, 
which makes up So percc»nt of local tax 
reveiuies. Altogether there were S2,319 
local jurisdictions with prop(;rty-taxing 
power in 1962; the number declined to 
70,726 by 1967, the latest year re- 
ported.^* During the corresponding inter- 
val, the market value of locally assessed 



real property njsci from $91)9 billion to 
$1,277 billion, or 32 percent (see Ap- 
pendix Table A.7). At the same time 
(from fiscal 19(12 to fiscal 19(57) total 
property tax collections increased 38 
percent. This relation.ship suggests that 
legal rate iiuTeases in tliis latest Census 
(wtiod were on tbf?. or(kr I percent 
annually. Wliile comparable data are 
lacking for later years, the performance 
of the property tax in relation to income 
in the period from 1905 to 1970 suggests 
that there has been little, if any, over-all 
increase in eft'ective property tax rates 
in relation to income. 

For local nonproperty taxes, the major 
legislative development during the 
sixties was toward more general use of 
local sales taxes. Twelve states approved 
local sales tax levies from 1900 to 1970, 
bringing the number of jurisdictions 



14. Census of Governments, Volume 1, 1902 and 1907, Bureau of the Consuii. U.S. Department of 
Commerce. The decline reflects mainly a reduction ii the number of school districts from around 
35.000 In 1902 to 22.000 In 1907, partly offset by a rise In special districts. Not all of these latter 
districts, however, have taxing powers. 

16. This estimate, however, Is somewhat tenuous. There are no separate data on the personalty and 
realty components of property tax collections; and the market values of property as estimated by 
the Bureau of the Census do not extend to personal property. The not assessed value of personal 
property, which comprised 14% of the taxable base In 1900. Krew only 13% between 1901 and 
1900; the corresponding rise In net assessed value of real property was 40%. Ibid, 



Table 8.5 

Illustrative Trends in Statutory Rates of Selected State Taxes, 1960-1972 

Highest state Lowest stat# 
rate rate 



Tax 



General sales (percent) 
Personal Income— top marginal rate 
(percent) 

Corporation income— top marginal rate 

(percent) 
Gasoline (cents per gallon) 
Cigarette (cents per pack) 



I960 


1972 


1960 


1972 


4 


7 


2 


2 


10.5 


18 


3 


2* 


9.5" 


12" 


1.75" 


2.3» 


7 


10 


3 


5 


8 


21 


2 


2 



a« Applies to all taxable income. 

Source; Sfafe Tbm QuIdB, Commerce Clearing House. 



/ 
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Table 8.6 

Income Elasticity of IVIaJor State- 
Local Taxes* 



As 





Range in 


projected 




other 


Jn this 


Tax 




study 


Individual income 


1.5-1.8 


1.7 


Corporate income 


1.1-1.3 


1.2 


Property 


.7-1.1 


.9 


General sales 


.9-1.05 


1.1 


Motor fuels 


.4- .6 


.6 


Tobacco 


.3- .4 


.5 


Alcoholic beverages .4- .6 


.5 


Other selective 


.9-1.1 


.9 


sales 






Motor vehicle 


.2- .4 


.5 


licenses 






All other 


.6-1.2 


.9 



a. Percent change In tax yield per 1 percent 
change in gross national product. 

b. These are elasticities derived In more than a 
dozen studies. See FedmhSUtB Coord/nat/cn 
of Persona/ /ncomo Taxes. Advisory Commission 
on Intergovernmental Relations. Washington. 
October 1965. p. 42. for a list of authors. 



levying th«5 tax to more than 3,500, 
located in L'4 states and the District of 
Columbia. 1 1 contrast, the trend toward 
wider use of ocal income taxes was more 
restrained. Tiie Uiajor new adoptions of 
local income taxes were in Michigan, 
where the .state authorized a uniform 
city income tax in 1904, and in New 



York City and Baltimore. By 1970 in- 
come or payroll levies were being 
utilized by several thousand localities in 
nine states and the District of 
Columbia.^^ 

Projections-^Taxes 

Give/iV the prevji^^v^^ily ^t^teid 'Assump- 
tions concerning the course of the 
economy and the automatic response of 
different taxes to economic growth, it is 
now possible to project future yields 
from the 1970 tax structure.*^ Table 
8.6 presents data on the typical per- 
formance of each major tax when income 
rises by one percent. 

If the present tax system were left to 
itself, without increases in statutory 
rates or the adoption of now levies, what 
amounts would be available in 1975 and 
1980? The results, and some perspectives 
on them, appear in the accompanying 
tables. 

Total tarces would rise to around $201 
billion by 1980, about 2.3 times their 
size in 1970 (Table 8.7). The rate of ad- 
vance would be only slightly less than 
that experienced during the sixties. It 
should be noted, however, that increases 
would be somewhat higher— around 10 
percent annually—during the early part 
of the period, falling to around 7.5 per- 
cent in the latter part of the decade.^* 



iO. For a discuscion of the historical development, revenue effecUi, and other characteristics of local 
salon and income taxes, see City Income Tar^s (1967) and Siait and Local Sales Taxes (1070), 
published by the Tax Foundation. 

17. As noted below, the projections are adjusted for a portion of the state tax chauKos enacted In 
11)71. According to the assumptions as spelled cut In Chapter II. gross national product would rise 
by 65.0% In current dollars, from 1070 to m& and by 41.7% from 107/$ to 1080. Real output 1« 
computed an rising at ^.1 % annually fn.m loOO; prices are assumed to rise at the rate of 3.0% from 

' 1070 to 1076 and 3.0% from 1976 to 198(j. 

18. Total yield from a given tax structure over a period of time will reflect economic change according 
to the shifting weight of each tax. The automatic response of tax yields to Income change, plus 
new tax legislation during the sixties, combined to raise the over-all income elasticity of state- 
local taxea from .91 In I9(i0 to .98 by 1970. Without further legislation, this measure would rise tr 
around 1.07 by 1980. That Is to say. for each 10 percent change In Income, tax revenues would 
rise by 10.7 percent. A fullrr discussion of elastlcltk^s for various taxes was ^Iven In Fiscal outlook 
for State and Local aovvrnmrM to 197/}, Tax Foundation. Now York. 1900. pp. 103-100. 

19. Two iwhnlrul characteristics of the projections methodology produce this rusult! (a) the Inclusion 
of some $4.4 billion annually In tax Incrmes enacted since the end of the 1970 fiscal period (up 
to Oiitober 1971), which have already raised potential yields In 1976; and (b) the assumption of a 
leveling In general price Increases in the latter part of the seventies. (The tax projections do not 
take into account an additional 11.6 billion annually In lilgher state taxes enacted in late 1971 and 
in 1072.) 
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The outlook would bo for a cotitiniia- 
tiori of more iritotjsive use of iticoino 
taxes, stability in Keiioral sales tax 
shares, atul furt' <!r (hidincis in the role 
of selective sal(!S, i)roi)erty, atul miscel- 
laneous taxes. The property tax, al- 
thouRh its role in the structure would 
doclitvz further, w»ui<{ cotitinue to be 
by far the larncist sitiKln tax source, with 
yields of aroutul SoO billi;;!< by VJirt atul 
$70 billion by 1!)S0. No separate pro- 
jections are made as r(»gards taxes 
originatitig at state versus local levels. 



It is implicit in tlie projected yield 
pattern, lujwover, that further ituireases 
would occur iti the state share of all 
taxes. 

Per capita state -local tax collections 
would double, rising from $426 in 1970 
to 1871 iw 1680, or 7.4 pctwsut ttivnuaUy. 
When adjusted for assumed price 
chatiges, the per capita increase would 
be 4.0 p(!rcent annually. Total taxjs 
would rise by about $10 p(>r $1,000 of 
personal income (see Table 8.8). 



Fiscal 
year 



Table 8.7 

Yields of Major State-Local Taxes by Type of Tax* 
Selected Fiscal Years, 19SO-1980 



Type of tax 



Individual Corporate 



Sales 



All 



income income CSeneral Selective Property other 



Actual: 
19S0 
19SS 
1960 
1%S 
1970 

Projected : 
1975 
1980 



Amount (millions) 



$ 



788 
1,237 
2,463 
4,090 
10,812 

24,243 
41,435 



$ 



593 
744 
1,180 
1,929 
3,738 

6,749 
10,124 



$ (b) 
3,090 
5,177 
7,981 

16,128 

26,949 
39,319 



$ (b) 
4,553 
6,672 
9,13f 

14,194 

19,824 
25,108 



$ 7,3^9 
10,735 
16,405 
22,583 
34,054 

50,911 
70,003 



$ 2,030 
3,125 
4,220 
5,521 
7,869 

11,633 
15,113 



Percent of total 



1950 
1955 
1960 
1965 
1970 

1975 
1980 



5.0 


3.7 


(b) 


(b) 


46.2 


12.8 


5.3 


3.2 


13.2 


19.4 


45.7 


13.3 


6.8 


3.3 


14.3 


18.5 


45.4 


11.7 


7.9 


3.7 


15.6 


17.8 


44.4 


10.7 


12.5 


4.3 


18.6 


16.4 


39.2 


, 9.1 


17.3 


4.8 


19.2 


14.1 


36.3 


1 

8.3 


20.6 


5.0 


19.6 


12.5 


34.8 


7.6 



a. See total tax collections in Table 8.11. Projections Include additions since 1970 up to October 1971; 
$5,948 in 1975, and $8,922 In 1980» Exclude higher state taxes enacted In late 1971 and In 1972, esti- 
mated to yield $1,5 billion per year currently. 

b. Detail not available. Total for general and selective sales tax was $5,154 or 32.4 percent of total tax 
revenue. 

Sourca: Basic data from U.S. Department of Commercei bureau of the Census. Computations and 
projections by Tax Foundation. 



Table 8.8 



State-Local Tax Collections in Rela- 
tion to Population and Income* 

Selected Fiscal Years, 1950-1980 





Per capita'' 










Per 






Constant $1,000 of 


Fiscal 


Current 


1970 


personal 


year 


dollars 


dollars 


income 


Actual: 








1950 


$105 


$170 


$ 73.21 


1955 


143 


207 


78.73 


1960 


201 


264 


91.89 


1965 


265 


327 


99.55 


1970 


426 


426 


111.71 


Projected: 








1975 


649 


563 


120.29 


1980 


871 


668 


121.71 



a. Excludes social Insuranca taxes. Constant 
dollar figures adjusted by consumer price 
Index. 

b. Based on estimated total population, including 
armed forces abroad^ at the middle of the 
fiscal year. 

Source: Basic data from U.S. Department of 
Commerce and U.S. Department of Labor. 
Computations and projections by Tax 
Foundation. 



These are the results which would 
occur if the present tax structure were 
left to itself and if this study's assump- 
tions prove correct as regards the per- 
formance of the economy and the rate 
of inflation. Revenues from existing 
taxes could be higher or lower than pro- 
jected, depending upon the true course 
of the economic variables. For a number 
of reasons, however, it seems highly im- 



probable that the present tax structure 
will remain unchanged throughout the 
seventies. For example, as noted earlier, 
the threat of budget deficits in periods 
of recession often induces the states to 
enact new and higher taxes.^^ 

Future policy changes — apart from 
economic conditionB-^svitt'pIay a decisive 
role in determining the actual amounts 
raised in taxes. Since spending and 
taxing go hand in hand, a crucial factor 
will be decisions as to how much of the 
nation's resources is to be allocated to 
the state-local sector. The structure of 
state -local taxes will also be influenced 
by future decisions concerning the levels 
of government, and the specific tax 
sources, from which funds will be raised. 

At present major questions as to 
future tax structures are posed by issues 
in intergovernmental finance. There are 
already proposals under active con- 
sideration in several states for massive 
changes in tax structures growing out 
of recent court decisions questioning 
the use of the property tax in its present 
form for the support of public schools. 
The main thrust of these proposals is to 
shift more of the tax burden upward to 
the state level and to substitute state- 
level taxes for a portion of local taxes 
on residential property. (See discussion 
in Chapter III, page 30.) Actions by 
the legislator ,m voters up to late 
1972 suggest the states will be 
slow to approve major changes in their 
present school financing arrangements 
unless forced to do so by the courts. 



Other General Revenue from State-Local Sources 

States and lorulities in 1970 collecLed enues-- an amount just slightly in 
some $22 billioix in current charges and excess of Federal grants-in-aid for the 
fees and miscellaneous general rev- same year. During the sixties revenues 

20. Whiio the projections are \mei\ on the assumption that there will be no major periods of 'Mepres* 
slon" durin(< the rest of the seventies, recessionary periods similar to those of the postwar period 
are not ruied out. 
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from these stato-lociil sourcos iiicroiised 
from about 15 to 17 porcoiit of all 
general reveniH^s. 

Chargen and fei».s produccKl (ilos(» to 
$15 billion in fiscal 1970, almost three 
times as mueh as in 1900, primarily from 
users of servi(!<;s in th(; fields of ediiea- 
tion, liighways, hospitals, housinf? and 
urban rencjwal, and sanitation. Table 
8.9 pres(;nts r<H!eipts from th(;s(» sourc^es, 
as related to associated expenditures, 
Except for the housing and urban re- 
newal cat(^Kory, it appears that charKcs 
and fees are l)eing relied on more heavily 
than in earlier years for finaneiuK major 
services.^' 

Projections — Other General 
Revenue 

The projections a.ssunie a contiiuied 
slight upward drift in the role of user 
charges and fees, primarily in highway 
charges, hospital f(*es, and sanitation 
s<;rviees. Whil(^ user rec(;ipts in educa- 
tion (mainly tuition and fcjes in higher 



education, but also such iUmn as school 
lunch sales) moved up in their support 
of educational outlays in the early 
sixties, in rocmt years they }iave leveled 
off at arouiul tl percent (.-f the total. 
This constant percentage is applied in 
the projections. Under these assump- 
tions, revenues dmrgw? and fees 
would reach $20 billion by 1975 and 
around $40 lallion by 19S0, increasing 
by l(i(i p(5rcent for the decade. 

A relatively small category of state- 
local revenue — ^^miscellaneous gen- 
eral"- displayed the highest growth 
rate of any nuijor reveiuie category 
during the sixties as a whole, and more 
than doubled during the period from 
19()5 to 1970 alone. This grouping con- 
sists largely of income from special 
assessments, sale of property, and 
interest earnings. In part tins unusual 
spurt of growth seems due to conditions 
not likely to remain permanent; hence 
somesh)wing of furtlier increases is pro- 
jected, with receipts estimated at $i;i 
billion in 1975 and $21 billion in 1980, 



Federal Grants-in-Aid 



Revenues from Federal grants con- 
tinued as one of the fastest growing s(»g- 
ments of state local receipts during the 
sixties, ami the increasing trend was 
accelerated in tlu^ years from 19(15 'o 
1970. Ked(»ral aid provided under $7 
billion f)f state-local general revenues in 
1900 and almost $22 billion in 1970. 
Aiuiual inoreas(»s averaged 10 percent in 
the first half of the sixties and 15 percent 
in the .second half. Table S.ll depicts 
these aids as defined l)y tlui (Census 



Bureau under intergovernmental rev- 
enues to states and localities. 

(changes in the functional composition 
of i*ed<!ral paynuiuts to states and 
localities are .shown in Table <S.10.22 In 
all major categories except highways, 
l'ed<;ral |)ayinents to states and loealitie^s 
have ri.sen significiantly as a share of 
state local outlays for the .sauK! func- 
tions. Th(! (iffccts of tlu; introduction 
of new programs in education and public 



21. For a fuller dlsnUHslon of 8U*;h oharKWt fornltlos, hm Special Assissinrnts nvd Srrvica Chnrjvs in 
Municipal Finanep, Tax Kouiiilatlon, 1970. 

22. Th« sorlefl on Kwloral liit«rKov«rnm«ntttl nxpondlluros to rjtatu lorul K«v*Tninont8 illfTorR soinnwhal 
from (lata puhllHhml by tho HurouiJ of tho C.'ohHUS on ruvonuoH from this Hoiircn aH r<M)orto<l by stato- 
locul unit*, aA woll aH from tli« uonrcDt of KrantH aH sliown in tlio Kodoral hmlKm. HookUnopliiK 
and tltnitiK prorudtjriw apparmiUy Introiluro illfToriiniKw in thu two H^rliw m ri'porto l by tlio (?«n«nH 
nuroan. Major dirfori'nmw Imtwoon th« HudKot and Vi\nnm hoHon on KndiTal payiuontfi ri^idt 
from snbstantlvn dnroronriw In df^flidtlon of aldH. Tor a dlsrusBloii. hoo Spvdai A\ atysrn of the 
United Statps (iomnmvnt, Fiscal Year 197.3, p. 250. 
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Table 8.9 

State-Local Revenues from Charges and Fees, by Major Function 
Selected Fiscal Years, 1955-1980 



Housing 

Tetal— and 
Fiscal all urban All 

year functions Education Highways Hospitals renewal other'' 



Amount (millions) 



Actual: 
1955 
1960 
1965 
1970 

Projected: 
1975 
1980 



$2,927 
5,2^ 
8,40? 

14,873 



25,729 
39,500 



$ 939 
1,769 
3,193 
5,803 



8,882 
12,856 



$ 



274 
568 
700* 
1,105 

1,649 
2,275 



$ 



453 
883 
1,372 
3,053 



6,841 
11,607 



$ 269 
339 
458 
589 



1,144 
1,815 



$1,037 
1,760 
2,679 
4,323 



7,213 
10,947 



Percent of expenditures for associated function 



1955 


8.8 


7.9 


4.2 


22.1 


53.9 


8.1 


1960 


10.3 


9.4 


6.0 


27.3 


39.5 


9.0 


1965 


11.3 


11.2 


5.7 


30.3 


36.6 


9.6 


1970 


11.1 


11.0 


6.7 


31.6 


'7.5 


12.1 


1975 


12.3 


11.0 


7.2 


38.8 


31.8 


12.5 


1980 


12.8 


11.0 


7.6 


38.8 


31.8 


12.5 



a. Estimated. Data are available for toll facilities only. 

b. The largest sources of charges and fees not shown separately hare are sanitation and nonhighway 
transportation. 

Source: Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and 
projections by TaK Foundation. 



welfare (c.g.> Medicaid) wero partic- 
ularly pronounced in the last part of 
the sixties. 

Although amouuts of "aid/' as defined 
by different agencies vary,^' there can 
be no doubt b^' almost any measure 
that sharp increases in grants occurred 
in fiscal 1971 and 1972. The latest 
Federal budget reported a 25 percent 
rise in grant paym(ints in fiscal 1971, to 
a level of $29.8 billioi), and estint^ted 
that the totals would rise to $39 billioti 



in 1972 and further to $4*\ billion in 
fiscal 1973." ^ . 

Congressional action in 1972 will have 
significant influence on the future course 
of Federal grants to states and localities. 
Three enactments, in particular, deserve 
mention: 

1. State and Ijocal Fisoal Assistance 
Act of 1972. More commonly known as 
Revemio Sharing, this law provides for 
the distribution of $30.2 billion over a 



23. See note 22 supra* 

24. Special Analuses, op, cit,, p. 245. These estimates include 12.25 billion in flscat 1072 and $5 billion 
in 1073 for general revenue*Hharing. 
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five-yoar period, ho|riimiii}r Januury 1, 

1972. HcMn'pieiits will ho niorcj thmi 
38,000 K«nnra!-|)ur|)()so stat<5 and hmil 
g()v«riuiUMits. (S(M? ApiHuidix III for a 
summary of provisions.) 

2. Kodural Wator Pollution Control 
Act Ammidmonts of 1972. TIl.s ^'ckm^ 
air'' law authorized S'M.O hilHoii in 75- 
percent Federal matching fUiids, pri- 
marily for the eonstruetion of municipal 
wa^te treatment plants (including sew- 
age collections systems), and to reim- 
burse municipalities for plants they have 
already built in expectation of Con- 
gressional action. Of the $18 billion 
earmarked for new municipal plants, $5 
billion was to be available in fiscal 

1973, {() billion in 1974, and $7 billion 
in 1975. Previously the Federal matching 



share of water-pollution projects was 
!)!) percent. 

3. Social Security Amendments of 
1972. The.se provisions (discussed in 
Chapt(»i' IV, pag(! 54) will hav(» pri- 
mary effects in fnnMng up some state- 
Joeal funds rather than in affecting the 
size of future grants. 

Projections — Federal Aid 

The projections are based on the as- 
sumptions that (1) Federal grants for 
purposes other than general revenue 
sharing and municipal waste treatment 
will rise commensurately with associated 
expenditures for each function (as pro- 
jected independently); (2) general rev- 
enue sharing grants will amount to 
$0.2 billion in 1975, as now legislated, 



Table 8.10 

Federal Grants in-Aid to State-Local Governments by Major Function- 

Selected Fiscal Years, 1950-1970 



Total- 
Fiscal all Educa- 
year functions tion 



Housing Health 
and and 

High- Public urban hospi^ 
ways welfare renewal tals Other 



AmoLfit (millions) 



195C 


$ 2,371 


$ 369 


1955 


3,099 


521 


1960 


6,994 


950 


1965 


11,062 


1,677 


1970 


23,257 


5,844 



$ 



429 
589 
2,905 
3,997 
4,608 



$1,131 
1,429 
2,070 
3,098 
7,574 



$ 



(b) 
(b) 
226 
676 
1,609 



$ (b) 
73 

292 
931 



$ 



442 
487 
708 
1,322 
2,691 



Percent of state local expenditures for aided function 



1950 


10.0 


5.1 


11.3 


38.5 


1955 


9.2 


4.4 


9.1 


45.1 


1%0 


13.5 


P.l 


30.8 


47.0 


1%5 


14.8 


5.8 


32.7 


49.1 


1970 


17,7 


11.1 


28.1 


51.6 



(b) 
(b) 
26.3 
54.1 
75.3 



fb) 
2.9 
3.6 
5.4 
9.6 



4.9 
6.1 
4.8 
6.3 
7.5 



a. This series represents Federal intergovernmental expenditures to states and localities and differs 
somewhat from reported data on Intersovernmental revenues received from the Federal government 
as shown in Table 8,15. "'omi. 

b. Not available; included in "other." 

Sowce; U.S. Department of Commerce, Bureau of th* Census, and Tax Foundation computMlons. 



Table 8.11 

Summary of State-Local General Revenue by Major Source 
Actual and Projected, Selected Fiscal Years, 1950-1980 



General revenue from own sources 



Fiscal 
year 


Total 
general 
revenue 


Total 


Taxes 


Current 
charges 


IVIiscelia- 
neous 
general 
revenue 


reaerai 
grants* 
in-aid 








Amount (millions) 






;-:tual: 
1950 
1955 
1%0 
1965 
1970 


$ 20,911 
31,073 
50,504 
74,000 
130,756 


$ 18,425 
27,942 
43,530 
62,971 
108,898 


$ 15,914 . 
23,482 
36,117 
51,243 
86,795 


$ (a) 
2,972 
5,319 
8,402 
14,873 


$ (a) 
1,487 
2,095 
3,327 
7,230 


$ 2,486 
3,131 
6,974 
11,029 
21,857 


Projected : 
1975 
1980 


227,632 
329,011 


179,233 
262,057 


140,309 
201,102 


25,729 
39,500 


13,195 
21,455 


48,399 
66,954'' 



Percent increase, selected intervals 



1950-1955 


4U.6 


51.6 


47.6 






25.9 


1955-1%0 


62.5 


55.8 


53.8 


79.0 




122.7 


1960-1%5 


46.5 


44.7 


41.9 


58.0 


58.8 


58.1 


1965-1970 


75.7 


72.9 


69.4 


77.0 


117.3 


98.2 


1970-1975 


74.1 


64.6 


61.7 


73.0 


82.5 


121.4 


1975-1980 


44.5 


46.2 


43.3 


53.5 


62.6 


38.3 


'960-1970 


158.9 


150.2 


140.3 


179.6 


245.1 


213.4 


1970-1980 


151.6 


140.6 


131.7 


165.6 


196.7 


206.3 






Annual rates of change, selected intervals 




1950-1955 


8.3 


8.7 


8.1 






4.7 


1955-1960 


10.2 


9.3 


9.0 


12.3 


7.1 


17.4 


1%0-1%5 


7.9 


7.7 


7.3 


9.6 


9.7 


9.6 


1965-1970 


12.1 


11.6 


11.1 


12.1 


16.8 


1'.8 


1970-1975 


11.7 


10.5 


10.1 


11.6 


12.8 


17.2 


1975-1980 


7.7 


7.9 


7.5 


9.0 


10.2 


6.7 


1960-1970 


10.0 


9.6 


9.2 


10.8 


13.2 


12.1 


1970-1980 


9.7 


9.2 


8.8 


10.3 


11.5 


11.8 



a. Detail not available. Total for current charges and mlscellaneou general revenue was $2,511 million. 

b. Projections assume the continuation of revenue«sharlng beyond the 1976 expiration date In current 
law. See Appendix I. 

Soiifce; Basic data from U.S. Department of Commerce, Bureau of the Census. Computations and 
projections by Tax Foundation. 
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Table 8.12 

Percentage Distribution of State-Local General Revenue by Major Source 

Selected Fiscal Years, 1950-1980 



From own sources 





Totel 


Totel 






From 


Fiscal 


all 


own 






Federal 


year 


sources 


sources 


Taxes 


Otiier* 


grants 


Actual: 












1950 


100.0 


88.1 


76.1 


12.0 


11.9 


1955 


100.0 


89.9 


75.6 


14.4 


10.1 


1960 


100.0 


86.2 


71.5 


14.7 


13.8 


1965 


100.0 


85.1 


69.2 


15.8 


14.9 


1970 


100.0 


83.3 


66.4 


16.9 


16.7 


Projected : 












1975 


100.0 


78.7 


61.6 


17.1 


21.3 


1980 


ino.o 


79.6 


61.1 


18.5 


20.4 



a. Charges and fees and miscallaneous. 

Souret: Computed from data In Table 8.U. 



and that new legislation will continue 
these grants at a level of $6.4 billion in 
1980; and (3) anti-water pollution 
grants will be spaced out over a period 
of years, as construction takes place, 
totaling 13.5 billion in 1975 and $4.0 
billion in 1980. 



Based on these assumptions. Federal 
grants-in-aid would amount to $48 bil- 
lion in 1975 and around $67 billion in 
1980. The rise for the decade would be 
at approximately the same rate as in 
the period from 1960 to 1970, but would 
represent a slowing of recent trends. 



Projections op Total General Revenues 



Table 8.11 brings together the figures 
on general revenues— from taxes, charges 
and miscellaneous sources; and Federal 
grants-in-aid. General revenues in total 
are projected as rising from around $131 
billion in 1970 to $228 billion by 1975 
and $329 billion by 1980, or 2i times. 



and slightly less than during the previ- 
ous decade. The role of state-local taxes 
would continue to decline somewhat 
(from 66 percent of the total in 1970 to 
61 percent in 1980), as both Federal 
aids and nontax sources rose in im- 
portance (Table 8.12). 
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IX. 

Over-All Finance 



In the preceding chapters projections 
for all getierul revenues and expenditures 
ha\'e been developed. Table 9,1 presents 
data oh the state of balaiu^o on general 
state-local txansactions as projected, 
with past comparisons. Under tho condi- 
tions assumed, general revenues would 
tend to rise at a faster rate than the 
indicated growth in expenditures. Rev- 
enues 88 projected would exceed spend- 



ing hy around $13 billion in 1975 and 
$9 billion in 1980, or by 6 percent and 3 
percent respectively. While the margins 
as projected are not large, those of even 
this magnitude would be unusual for the 
general accounts.^ The only year during 
the sixties in which general revenues 
exceeded general expenditures was fiscal 
1966, when the "surplus" was about 
two-tenths of one percent. In all other 



1. On a national Income and product accounts badi, taking Into account a more Inclusive set of 
transactiunB, state-local budgets have produced a surplus In all but three years since 1000, The 
sujrplus generally k'esults fjrom an excess of receipts over outlays In social Insurance transactions 
>g.. employee retirement). (Seti Appendix Table A.9.) The reported over-all s.irpluo in the second 
cluarter of 1972. however, Is so large (I14.H billion annual rate) as to suggest that there was also 
a general accounts surplus, excluding social litsurance funds. 



Table 9.1 



Comparfson of State-Local General Revenues and General Expenditures 

Actual and Projected, Salacted Fiscal Years, 1950-1980 

(Billions) 









Deficit (--) 








or surplus (+) 




(Socieral 


General 


on general 


Fiscal year 


revtnue 


expenditures 


transactions 


Actual: 








1950 


$ 20,911 


$ 22,787 


-$ 1,876 


1955 


33,724 


31,073 


4- 2,651 


1960 


50,505 


51,876 


- 1,372 


1965 


74,000 


74,546 


- 546 


1966 


83,036 


82,843 


4- 193 


1967 


91,197 


93,350 


- 2,153 


1%8 


101,264 


102,411 


- 977 


1969 


114,500 


116,728 


- 2,228 


1970 


130,756 


131,33?, 


- 576 


Projected : 






+ 12,832 


1975 


227,632 


214,800 


1980 


329,011 


320,021 


+ 8,890 



Sourcu: Tablet 7.3 and 8.11. 
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yojiFH thoro \\m\ small (hiticits on Koiujral 
aocounts rauKinK from four-tojitlis of 
(mop<'rmit (1!)70) to 2 peroont (IU()7). 

T1m» main nnisoii why goiieral ar(!ounts 
arc usually in a dofirit position is that 
thoro is a iouK-standing tradition in 
most statos and localitios of fifuuuung 
si«ul)le portions of (wipital outlay by 
borro\vinK,2 and some uro is mado of 
short-term borrowing. Tlie procoods 
from H\u)\\ loans arc not ooiisidorod as 
''rovonuo/' and uro thus not included 
in Bureau of the Census i gures on 
rev(»nu(»8. Moreover, tlie retirement of 
del)t issues does not enter as an "(!X- 
penditure." 

Heruuse of (lel)t-finaneing and for still 
otlu^r rcjasons, it is necessary to delve 
further into the financial operations of 



state-local units before evaluating the 
ade(|uaoy of funds for financing goneral 
functions. In addition to de))t financing, 
tlie otiier main factors are; (1) states 
and localities can be expected to increase 
tlieir lioldings of casli and securities both 
as offsets tf) debt and as workuig 
capital, as tlieir scale of operations 
expands; and (2) there are claims 
against general funds (and/or borrow- 
ing) to fiimnce some activities not 
covered under general expenditures, 

Tliis section will explore! tlu! l)roader 
outlook for state-local finance, taking 
into account fund re<|Uirements in addi- 
tion to tho.se for g(!neral expenditures. 
Particular attention will be given tlie 
largest of those sources of demand for 
added funds—debt transactions. 



Debt Transactions 



The growth in state-hxral debt gener- 
ally kept pace with tlie ri.se in revenues 
and expenditures over the past two 
decades, increasing from $24 billion in 
1900 to $144 l)illion in 1970, about 
six-fold.^ The timing of the growth in 
debt within the period, however, was 
notal)ly different from that of other 
finiincial aggregates. The most pro- 
nounced expansion in debt came from 
1900 to 19(50, when the volume of out- 
standing debt almost tripled, roachitig 
$70 billion. In contrast, revenues and 
expenditures scarcely more than doubled 
during that interval. The period was 
marked by an upsurge in capital invest- 
ment for nc!W s(^hools, roads and streets, 
buildings, etc. -and the filling of back- 
logs built up in prior years during the 
depression and World War II. This 
pattern was reversed in the years from 
19()0 to 1970, when the rise in debt (lOn 



percent) was below that for general 
revenues and expenditures (more than 
150 percent). 

Moreover, during the last half of the 
sixties there was no getieral acceleration 
in the rate at w*hich debt was increasing, 
contrary to the sharp jump in the rate 
of expansion of both revenues and 
expetiditures. Although there were some 
temporary disturbances in credit 
markets affecting the rate at which new 
securities were issued in 1970, a major 
factor in the relatively stable growth 
of debt during the sixties appears to 
have hiHiw the lessening in pressures for 
higher spetiding for capital improve- 
ments. 

Apart from the differences in the rate 
of growth in total debt over the postw%'ir 
period, there were some notable changes 
in its composition. Long-term debt 



2. Cttpitfti outlayfl of th«vso unitH (oiaM $220 billion In the im ymm 1001 througli 1070. Approxl- 
mtttttly half of thin dtx^tKHng wa« financed by long-term security Insuos. 

3. Historical data appear In Table 0.3. along with projections. 
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declined relatively to the total, as a 
marked upsurge appeared in out- 
standing short-term obligations during 
the last half of the sixties, reflecting in 
part credit conditions with primary 
effects on issuance of long term bonds.^ 
Another significant turn-around affect- 
ing the structure of state -local debt was 
the reduction in the rate at wliich non- 
guaranteed debt was increasing. From 
1950 to 1960 this type grew by almost 
eight-fold; from 1960 to 1970 non- 
guaranteed debt increased far less, by 
123 percent (Appendix Table A. 10). 

The future demand for credit on the 
part of the states xnd localities may be 
expected to reflec'v prevailing judgments 
by those who make the decisions as to 
the need for rapital funds measured 
against the cost of acquiring them, in- 
cluding the added cost of carrying 
credit. 

Coat of Cntdit 

Forces Urgely outside the control of 
8tate-loc8l units determine the supply 
of loanable funds in the capital markets 
and the. ternrts and conditions under 
which tliey may be available to borrow- 
ers at large. High and rising interest 
rates tend to reduce current municipal 
bond sales for a number of reasons: 
(a) the higher rates add to the cost of 
the anticipated capital investment and 
may thus price the asset out of line 
with expected benefits; (b) when rates 



are rising, there may be a tendency to 
postpone borrowing in the hope that 
rates will fall; and (c) there are legal 
limitations, in jurisdictions, on 

allowable interest r'^tes. 

Credit market conditions had strong 
negative influence vn the rate at which 
municipal bonds were issued during the 
fiscal year ending June 30, 1970.^ A 
tightening in money and credit markets 
which had been developing for some 
time became particularly acute in the 
last half of calendar 1969 (first half of 
fiscal year 1970). Interest rates on 
state-local bonds, as well as private 
issues, rose sharply, with pronounced 
effects on the timing of bond oales. 
Studies by the Federal Reserve Board 
have attempted to measure the effects 
of the difficulties associated with high 
interest rates, compounded by legal 
ceilings on interest rates. The results 
indicate that restrictive monetary condi- 
tions and high interest rates led to a 
net shortfall of $5.2 billion in long-term 
borrowing below planned levels for 
fiscal 1970.« State-local units "planned'' 
to borrow $18.5 billion ; only $13.3 billion 
was actually borrowed. 

In fiscal 1971, despite various legal 
and technical problems,' state-local 
units, stimulated by relatively favorable 
market conditions, issued long-term 
bonds in record volume. The total, 
$23.1 billion, represented a sizable 



4. Long-term obligations are those with maturity of more than one year: in 1970 they accounted for 
over nln&*tenths of total outstanding debt. 

5. High Interest rates In calendar year 1066 also had some )ffect on state-local bond offerings. For 
an account, see Paul F. McQouldrick. "Monetary l;e«tralnt and Borrowing and Spending by 
Large State and Local Governmnnts In 1966," Federal Resem BUxktint July 1968: and John E. 
Peterson. "Monetary Restraint. Horrovcirg. and Capital Spending by Small Local Governments 
and State Colleges In 1966." Federal K.'serte Bulletint December 1968. 

6. A total of $7.4 billion In loiig*f<'{m borrowing letbacks was experienced during the fiscal year: 
but 92.2 billion, though postponed was completed before the end of the fiscal year. John E. Peter- 
son. "Response of State and Locaf Governments to Varying Credit Conditions," Federal Reserve 
Bulletin. March 1971. pp. 20^224. 

7. These Included voter rejections of 10 ;^crcent of proposed borrowing authorizations submitted 
to a vote: uncertainty over certain ;JJtJ/a^l Revenue Service guidelines; and questions of con- 
stltutlonaUty of a two^thirds majo'lty r€>/jilred for a bond authorization In some jurisdictions. 
Paul Schnelderman, "Planned and / tna. L^ms-Term Borrowing by state and Local Govern* 
ments," Federal Reserve Bulletin, X>et\'*nhm td71, pp. 977-982. 
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Table 9.2 



Capital Outlays and Proceeds of New State-Local Security Issues 
Actual and Projected, Selected Years, 1960-1980 



Year 


Amount (millions) 

Capital Security 
outlay issues" 


Percentage 
financed by 
borrowing 


Actual: 








1960 


$15,104 


$ 7,247 


48.0 


1961 


16,091 


9,463 


52.6 


1962 


16,791 


8,568 


51.0 


1963 


17,638 


9,151 


51.9 


1964 


19,087 


10,201 


53.4 


1965 


20,535 


10,471 


51.0 


*-*66 


22,330 


11,303 


50.6 


1967 


24,233 


14,643 


60.4 


1968 


25,731 


16,489 


64.1 


1969 


28,240 


11,838 


41.2 


1970 


29,650 


18,110 


61.1 


Projected; 








1975 


43,099 


25,859 


60.0 


1980 


57.909 


34,745 


60.0 



a. Excludes idfunding issues; Issues for new capital only. 

Source; Capital outlays from Appendix Table A.S; new security issues from Board of Governors of the 
Federal Reserve System. Computations and projections by Tax Foundation. 



increase over the hillioii Ixjrrowed 
in 1970. Although there wero some short- 
falls below planned IcvciLs in the early 
part of fis(»al 1971, most issues were 
reinstated hy the end f)f the fiseal year, 
and the net borrowinj? shortfall (i.e., 
l)elow ''plans") was only $0.7 billion, 
one-third of ,Anr]\ was interest-related. 
Thns it would appear that the volume 
of municipals in fiscal 1971 fulfilhnl the 
pent-up borrowing iu;cds created when 
some $0 l)illion in pn^posod borrowing 
was rationed out of the market in fiscal 
1970. 

While the cost of Ix^rrowiiifr l)y .states 
and locidities was rising nmrkodly nvor 
earlier levels, other issu(»rs of seiuirities 
were similarly affected. Then? is no 



general indication that the (piality of 
state-local l)<)n(ls deteriorated n;lative 
to other i.ssues. Munci|)als maintained a 
fav()ral)le interest difTerential in relation 
to <'orporate l)(mds; althout;h the spread 
narrowed somewhat (in percentage 
terms) during the peak of the credit 
crunch-- in 1909 and 1 970- -th(^ previous 
diif(*rential had l)ern restored by 1971. 

Thcr(» also appears to hav(^ been nn 
apparent wor.seuing in the al)ility of 
states and localities to afford cnvlit in 
r(»cent years. Although interest payments 
on debt ros(» substantially, Ihe share of 
int(»r(\st in stat(* local l)U(lget outlays — 
al)oUt .'{.o perc(mt of the total hi 1970 
remaiiK^l tinchanged from 19(10. More- 
oV(M', total (M)\ (l(»clin<M| significantly in 
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relation to state-local own-source rev- 
enues, and remained about the same 
in relation to personal income.* 

Capital Outlays and Debt 
Financing 

Capital outlays in the past decade, 
although steadily rising, did not experi- 
ence rates of growth as high as those for 
current operations. As a result, capital 
spending dropped from 25 percent of 
all outlays in 1960 to 20 percent in 
1970. Capital outlays rose from around 
$15 billion in 1960 to almost $30 billion 
by 1970, representing average annual 
gains of 7.0 percent, well below the 9.7 
percent increase in total spending. 

Question may appropriately be raised 
as to whether credit market conditions 
and their effect on bond sales served to 

8. HiBtorical data appear In Table 9.4. along wH 



hold capital spending in fiscal 1970 
(the benchmark year of these projec- 
tions) belcw' levels it would have reached 
in the ab.sence of those strictures. There 
is little indication that this was actually 
the case. The Federal Reserve Board 
study, discussed above, found that the 
effects of the $5.2 billion shortfall in 
bond sales during fiscal 1970 on original 
plans for capital spending were relatively 
slight. An estimated $1 .6 billion in 
planned capital outlays remained sus- 
pended at the end of fiscal 1970 largely 
as a result of the credit crunch; however, 
because of lags involved in capital 
spending, the cutback would be 
stretched out over tinr»e; only a small 
portion affected actual capital outlays 
in 1970. The effect on capital spending 
was minimal mainly because states 
and localities raised 60 percent of the 

the projections. 



Table 9.3 

Debt Transactions of State-Local Governments 



Actual and Projected, Selected Fiscal Years, 1950-1980* 

(Millions) 





Total 




Long-term debt 




Net 




debt 








- long-term 


Period 


outstanding Outstanding Issued^ 


Retired" 


debt<i 


Actual: 












1950 


$ 24,115 


$ 23,056 


n.a. 


n.a. 


n.a. 


1955 


44,267 


42,272 


$ 7,221 


$2,351 


$ 38,502 


1960 


69,955 


66,801 


7,955 


3,458 


61,596 


1965 


99,512 


94,204 


11,249 


5,040 


85,942 


1969 


133,548 


123,466 


15,453 


6,538 


114,368 


1970 


143,570 


131,415 


12,848 


7,011 


121,733 


Projected ; 












1975 


211,161 


191,506 


25,859 


10,013 


175,803 


1980 


310,046 


282,891 


34,745 


14,999 


259,694 



a. Outstanding debt as of the end of the fiscal year. 

b. Includes refunding issues. 

c. Includes refinancing. 

d. Total long^erm debt less cash and securities held as debt offsets. 

Source: Actual data from U.S. Department of Commerce, Bureau of the Census. Projections by Tax 
Foundation. 
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shortrfall in long-term bond funds 
needed to finance these projects by 
short-term borrowing not subject to 
legal interest rate ceilings. Reductions 
in actual or planned liquid assets, 
according to i he Federal Reserve Board 
study, were of secondary importance in 
financing capital projects, and the use of 
current revenues to substitute capital 
for current expenditures was inconse- 
quential. 

In the past decade as a whole, ap- 
proximately one-half of state-local capi- 
tal spending was financed by long-term 
borrowing. In recent years the portion 
has risen to around 60 percent, re- 
flecting in part the changing mix of 
capital spendhig by function, especially 
the decline in the portion of total bond 
sales represented by roads and streets. 
Roads and streets still constitute the 
largest component of capital outlays. 
Only about 15 percent of these outlays, 
however, are financed by borrowing. 
Education, utilities (water, sewers, tran- 
sitf etc.), and housing are the other 
major functions for which long-term 
borrowing is extensive.^ In 1970 security 
is.sues for education were en .nl to 66 
percent of capital outlays for education; 
for functions other than education and 
highways, bona proceeds exceeded capi- 
tal outlays during the period. (As noted 
previously, actual outlays lag behind 
bond sales for a specific project because 
the work is spread out over time. ) 

Projections of Debt 

It seems clear that future sales of 
state-local securities will be linked 
closely to capital outlays. Whil(; money 
and credit conditions have pronounced 
effects on the volume of ofTcrings, 
these elTert*^ are likely to be short-lived. 



Table 9.4 

State-Local Debt in Relation to 
Revenue and Personal Income 



Actual and Projected, Selected 
Fiscal Years, 1950-1980 



Year 


Debt as percent ot 


Own-source 
revenues* 


Personal 
income 


Actual: 






1950 


119.2 


10.6 


1960 


148.4 


17.4 


1965 


145.9 


18.5 


1970 


124.3 


18.0 


Projected *. 




18.1 


1975 


112.2 


1980 


113.1 


18.8 



a. General revenues from own sources plus utility 
revenues. 

Source: Actual data from U.S. Department of 
Commerce. Computations and pro)ec- 
tJons by Tax Foundation. 



Ba.sed on relationships in recent years, 
and projected capital outlays, long-term 
borrowing for new capital would rise 
from around $18 billion in fiscal 1970 
to $26 billion in 1975 and $35 billion 
by 1980 (Table 9.2). The projections 
for 1975 depict a leveling in the volume 
of new security issues in the 1971-1975 
period. 

Based on these projections for security 
offerings, and other financial transac- 
tions,'^ total outstanding debt would 
rise from around $144 billion at the end 
of Bscal year 1970 to $3 10 billion by 19S0 
(Table 0.3). The rate of increase for 
the decade would be somewhat higher 
than in the sixties, but not nearly so 
Wgh as tliat experienced during the 



0. Nfany of theee ''other'* bond lasuofl are for multlple-purposo projectfl. For monthly and annual 
data on the u/io of prooeecls of new security iMueu. see federal Remte BuUelin, mouthly Issuefl. 
10. See Appendix 1 for asuumptlons and methodology. 
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fifties. As projected, total debt would 
convnuet<# decline in relation to own- 
source state local revenues (and oven 
more sl arply in relation to total rev- 



enues, including Federal grants-in-aid), 
and wcMld remain in the vicinity of 18 
percent of personal income, the same as 
in 1970 (Table 9.4). 



Other Financial Considerations 



The projected levels of debt financing 
appear to be well within the borrowing 
capacity of states and localities, on the 
basis of their expected future revenues. 
Before judging the over-all financial 
situation, account is taken of two other 
aspects of state-local operations: re- 
quired holdings of cash and securities, 
and claims on general receipts outside 
the general accounts. 

Cash and Security Holdings 

State and local governments typically 
hold large sums in the form of liquid 
assets— cash and securities— as offsets 
to long-term debt; as bond funds pend- 
ifig the completion of construction or 
capital projects; and as day-to-day 



working capital. In total, these funds 
(exclusive of insurance trust systems) 
rose from $29 billion in 1900 to $04 
billion in 1970, and tended to average 
around 44 percent of outstanding debt. 

The projected levels of these financial 
asset holdings by type, along with 
historical data, are presented in Table 
9.5. The indications are that cash and 
security holdings, excluding insurance 
trust systems, would rise further to 
around $100 billion in 1975 and $145 
billion in 1980. 

Other Operations 

Some other transactions of govern- 
ments do not enter directly into Hureau 
of the Census tabulations of genoral 



Table 9.5 

Cash and Security Holdings of State-Local Governments, by 
Purpose— excluding Insurance Trust Systems 

Actual and Projected, 1960--1980'' 
(MilfJons) 



Purpose 



Fiscal year 



Actual: 
1960 
1965 
1970 

Projected; 
1975 
1980 



Total 
holdings 



$ 29,313 
43,821 
63,517 



99,767 
145,261 



Long-term 
debt offset 



Bond 
funds 



$ 5,203 
8,261 
9,682 

15,703 
23,197 



$ 5,892 
9,764 
13.251 



24,152 
32,452 



All 

other 



$18,^16 
25,795 
40,585 



59,912 
89,612 



a. End of fiscal years. 

Source: Actual data from U.S. Department of Commerce. Bureau of the Census. Projections by Tax 
Foundation. 
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expenditures, but occasionally augment 
or draw upon funds derived irom general 
revenues or borrowing. In particulari 
there are typically deficits in the opera- 
tion of some utility systems (notably 
water and transit services )| profits on 
monopoly liquor stores operated in 17 



states and a few localities, and govern- 
ment contributions to employee retire- 
ment systems made to their own system? 
on behalf of their own employees. Pro- 
jected requirements for these purposes 
are included in the over-all summary 
table. 



Summary op Over-All Finance 



Table 9.6 summarizes the projections 
of the elements entering into the sources 
and uses of major state-local general 
funds. The results indicate potential 
surpluses on the over-all accounts of 
around $13 billion in 1975 and $6 billion 
in 1980. 



The study has not attempted to pro- 
ject the year-by-year course of state- 
local financei but has singled out the 
years 1975 and 1980 for analysis. The 
answers derived, however, can be con- 
strued as representative of the seventies 
generally. As of 1972 a number of states 



Table 9.6 

Summary of Source and Use of Major State-Local Government Funds* 
Actual and Projected, Selected Fiscal Years, 196S-i980 



(Millions) 



Actual 



Projected 



Source or use 


1965 


1969 


1970 


1975 


1980 


Source of funds: 












General revenue 


$74,000 


$114,550 


$130,756 


$227,632 


$329,011 


Profit on liquor stores 


275 


405 


389 


499 


609 


New long-term security 












issues 


11,249 


15,453 


12,848 


25,859 


34,745 


Other borrowing** 


1,081 


3,475 


4,185 


1,500 


1,500 


Total funds available 


86,605 


133,883 


148,178 


255,490 


365,865 


Use of funds: 












General expenditures 


74,546 


116,728 


131,332 


214,800 


320,021 


Long-term debt retired 


5,040 


6,538 


7,011 


10,013 


14,999 


Employee retirement 


1,794 


2,854 


3,296 


6,065 


11,160 


Deficit on utility 












operations 


978 


1,385 


1,212 


2,299 


3,784 


Additions to liquid assets 


4,549 


5,394 


3,680 


9,692 


10.353 


Total funds required 


86,907 


132,899 


146,531 


242,869 


360,317 


Funds available less funds 


-302 


+984 


+1,647 


+12,621 


+5,548 



required 



t. Excludts rectipts* txptndltur^t* tnd liquid tstttt of social inturanct tyttemt; utility and liquor. 

store operations are antertd on a net basis. Also axcludas soma intarf und and other transactions not 

detailed separately In Bureeu of the Census reports, 
b. Net Increase in total debt outstanding minus the difference between long*term debt isaued and 

retired. 

Source: Actual data from U.S. Department of Commerce* Bureau of the Census. Projections by Tax 
Foundation. 
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and localities were already projecting 
surpluses in their fiscal 1973 budgets, 
even without the additional funds they 
were to receive in the first installment 
of Federal revenue sharing grants (see 
Appendix III). 

The very anticipation of a financial 
condition in the future more favorable 
than has existed previously can trigger 
actions which will change the course 
of actual events. Among major options 
under discussion currently are; (1) a 
reduction in state or local taxes, espe- 
cially property taxes; (2) paying off 
outstanding debt; (3) building up liquid 
assets to meet future spending needs; 
and (4) spending the ''surplus" funds, 
either for current operations or for 
capital improvements. 



Experience has shown that the prob- 
lem of deciding how to dispose of an 
expected surplus can be more vexing 
than that of how to avoid a threatened 
deficit. A 190.5 Tax Foundation study 
found that, while most states have 
established budgetary |)rocedures for 
coping with anticipated deficits, few 
had made provision in advance for 
dealing with a surplus.^* 

Discussions today are faintly rem- 
iniscent of those which occurred during 
World War II, when economists, politi- 
cal scientists, and practitioners were 
debating the question; what should be 
done about ^he (state) surplus?^^ Q^j^,.iy 
the actual course of events will depend 
upon the kinds of policy deci&ions which 
will be made as regards the disposition 
of surpluses. 



11. state Expenditure Controls: An Ktaluation, Research Publication No. 3. 1966. pages 69-71. 

12. Large and unexpected lurpluses were built up during the War as a result of rapidly expanding 
t^x revenues and restrictions on expenditures. The problem was discussed In The General Fund 
Surplus Problem in California, by Dorothy C. Thompklns. Bureau of Public Administration. 
University of California. Berkeley. 1943. An Important difference between then and now was 
that tremendous backlogs of capital Investment needs were developing then, the coming population 
explosion was not yet evident, and there was widespread concern about postwar unemployment. 
Then a« now, there was concern over state-local Hscal policy as related to attempto to control 
inflation. 
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Appendix I 

Assumptions, Methodology, 
and Background Tables 



The broad aHHumptions underlying this study 
are spelled out in Chapter 11. This Appendix 
section provides detail oonwrning projections 
of individual itenis. 

Population 

The projections of population used in this 
study are those of the Bureau of Census, U.S. 
Department of Commerce, Series C, as pub- 
lished in Cvrrent Population Re-ports^ Series 
P.25, No. 470 (November 1971). Table A.l 
shows the range of projections for 1975 and 
1980 under alternative assumptions about 
fertility rates. 

Education 

Projecti'Uis of the three functional categories 
of education were developed separately, further 
broken dowvi into current operating and 
capital outlays. 

lAml Schools. Enrollment estimates (Table 
3.5) are those of the Office of Education^ U.S. 
Department of Health, Education, and Wel- 
fare, as published in Projections of Educational 
Staliatics to 1979-80, 1970 edition. These 



estimates are based on Series C population 
projections of the Bureau of the Census. The 
Office of P^ducation estimates generally assume 
a continuation of the 1959-^9 trends in public 
school enrollment rates in relation to popula- 
tion for r.ges 5 and 6, and in the trends in 
retention rates for other grades. For nonpublic 
ehrollnients, the projections imply a decline of 
300,000 from 1969 to 1972 for grades K-8, 
with stability thereafter; high school enroll- 
ments are held constant at the 1969 level. 
Total enrollments in nonpublic schools are 
estimated at 5.6 million in 1970, and at 5.4 
million in 1975 and 1980. 

Average daily attendance in public schools 
is assumed to continue to equal 92.6 percent 
of total enrollments. 

Current expenditures per pupil in average 
daily attendance. (Table 3.6) are projected in 
this study as rising, in constant dollars, at the 
same rate as in the period 1960-1970 (4.7 
percent annually). Current dollar equivalents 
were calculated by adjusting the resulting data 
for the assumed rise in general prices (3.9 



Table A.l 

Alternative Projections of Total Population, 1975 and 1980- 



8«rl«t 


Numbar (mllllont)^ 


Annual rcU 


Total 


im 




1970-1179 


197S-19I0 


1970-1910 


B 


218.2 


236.7 


1.3 


1.6 


15.8 


C 


217.4 


233.8 


1.2 


1.5 


14.2 


D 


216.6 


230.9 


1.1 


1.3 


12.7 


E 


215.7 


227.8 


1.0 


1.1 


11.2 



a. At of July 1. Includes armad forces abroad. The range of prolectiont reflects primarily different 
attumptions concerning fertility rates. 

b. Population as of July 1. 1970 estimated at 204.8 million. 
Source; U.S. Depertment of Commerce, Bureau of the Census. 
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Table A.2 

Recipient %tes ui Jer Public Assistance Programs 
Actual and Projected, Selected Years, 1950-1980 



YMr 


Total* 


OAA 


AFDC^ 


APTOo 


AB 




QA 






Number per 1,000 population In age group alded^ 




Actual: 














1950 


39.7 


224.7 


47.2 


.7 


.9 


6^ 


195S 


35.1 


174.7 


39.3 


2.5 


.9 


4.9 


i960 


39.3 


138.4 


47.6 


3.7 


.9 


7.6 


1965 


40.1 


114.9 


62.4 


5.3 


.7 


3.8 


1969 


54.8 


106.5 


103.4 


7.1 


.6 


4.7 


1970 


67.5 


103.3 


138.6 


8.1 


.6 


5.7 


Projected: 














1975 


86.1 


93.1 


201.8 


11.0 


.5 


5.1 


1980 


90.7 


84.8 


216.2 


13.9 


.4 


S.O 



a. At of December. Toti>l» may Involve tome overlapping among programs. 

b. Prior to 1962 total could include at recipientt the children and one parent at caretaker relaUve; be« 
ginning October 1962, eligibility was extended to both parenta or one caretaker relative other than a 
parent. 

c. Program initiated in October 1950. 

d. Population age groupt eligible or the teveral programt are generally: 0AA-6S and over: AFDC- 
under 18; APTD~18 to 64; AB-18 an(j over; and QA-under 65. 

: wee; Batic data from U.S. Department of Health, Education, and Welfare. Recipient ratet and prolec 
tiont by Tax Foundation. ' 



percent annually, 1970-1975, and 3.0 percent 
annually, 1975-80). Total current operating 
outlays represent the number of students in 
average daily attendance multiplied by the 
projected current dollar costs per student. 

Capital outlay projections are those of the 
U.S. Office of Education, adjusted to a current 
dollar basis on the assumption that the As- 
sociated General Contractors construction cost 
index will increase by 4.6 percent annually 
from 1970 to 1975, and 4.2 percent annually 
thereafter to 1980. The general assumptions of 
the Office of Education in their constant dollar 
projections are that: (a) the number of rooms 
constructed will follow the 1960-61 to 1969-70 
trend, remaining constant at 70,000 rooms per 
.year; and (b) that capital outlay per room in 
constant dollars will remain at $70,000 per 
room. 

Higher Education, As with local schools, 
the enrollment estimates used in this study 
are those of the U.S. Office of Education 
(Table 3.10). The projections represent an 
extension of the trend of the past 11 years in 
the ratio of college enrollments (by sex, and 
by type and control of institution) to popula- 
tion aged 18 to 21 years. Full-time equivalents 
are based on the 1964 ratios of full-time to 
total enrollments by various categories of 



students and itistitutbns, as determined in a 
special survey of the Office of Education. 

Current expenditures per student, full-time 
equivalent, are projected by the Tax Founda- 
tion to increase at the rate of 2.5 percent 
annually in real terms, the same as experienced 
during the period from 1960 to 1970 (Table 
3.11). Total current outlays for higher educa- 
tion represent the product of cost per full-time 
equivalent student and the number of students. 

Capital outlay projections are those of the 
Office of Education, ^justed to the Bureau of 
Census data basis and for assumed changes 
in construction costs of 4.6 percent from 1970 
to 1975 and 4.2 percent from 1975 to 1980. 
The U.S. Office of Education assumptions are 
that the cost of capital outlay per additional 
full-time equivalent student— over a five-year 
period— will remain constant at the 1967-68 
level of t7,837 (in 1969-70 dollars). 

Projections of current outlays for other 
education (state direct outlays for supervision 
of local schools, provision of state schools 
for the handicapped, etc.) assume constant 
absolute annual increments of $238 million in 
the seventies, equal to those of the last half 
of the sixties. This is a somewhat arbitrary 
technique, based generally on the assumption 
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Table A.3 



Changes in Estinated Medicaid Costs (+) and Savings <~) under 
Social Security Amendments of 1972 (H.R.I) 

(IVlillions) 



Ciltndir 



Provision 1S74 



Changes in H.R. 1; 

Coverage ' ' fhe disabled under Medicare $ -70 

Increase ii> ^ledlcare Part C deductible from $50 to $60 +8 

Reduction in Medicaid matching if States fall to perform required utilization review - 162 

imposition of premium, copayment and deductible requirements on Medicaid recipients -89 

Families with earningu under Medicaid: Eligibility extended 4 months +33 
limitation on nursing home and Intermediate care facility reimbursement to 105 percent of 

last year's payment -22 
Elimination of requirement that States move toward comprehensive Medicaid program by 

• 1977 (a) 

EHrnlnation of requirement that States maintain their year to yenr fiscal efforts In Medicaid -640 
Payments to States under Medicaid for installation and operation of claims processing and 

Information retrieve' svstems +10 

Increased Medicaid matching lur Puerto Rico and the Virgin Islands +10 

More specific requirements as to eligibility for sitilled nursing level of care - 14 

100 percent reimbursement for the cost of certifying skilled nursing homes under Medicaid +10 

Expansion of Medicaid coverage to Include Inpatient care for mentally III children +120 

90 percent Federal funding of family planning services +36 

Coverage of persons needing renal dialysis or transplantation under Medicare -20 
Preserving Medicaid eligibility for social security beneficiaries 

Total estimated reduction in Medicaid costs under H.R. 1 -790 



a. The current law estimates talte no account of the effect of the requirement that states move toward 
comprehensive Medicaid programs by 1977; therefore, no savings are attributed to the repeal of this 
requirement. 

Source: U.S. Department of Health, Education, Welfare. 



that the relative rate of growth experieticed 
in this period (over 30 percent anmially) was 
aAuociated with conditioits ttot likely to exert 
the fiaiiie force over a sustained period. No 
adjustment is made for difTeretttial price as- 
sumptions. For capital outlays, the same pro- 
cedure of projecting absolute annual ittcreoses 
($24 million) at the .same rate as \\\ the 1965- 
70 period was used, with additiottal adju.stment 
for assumed future increases in the coitstruc- 
tion cost index. 

Public Welfare 

Cash Payments: The growth in caah aid is 
projected proportionately to growth in the 
number of persoits assisted ami the rise in 
payments per recipient. The number of 
recipients is generally ba/ied on a linear extrap- 
olation of recipieitts in ^elatioit to eligible 
age categories duriitg the sixties, with modifica- 
tiotw for two categories. (See Table A.2.) It is 
assumed that the rise in the recipient rate 
(number of recipients per 1,000 eligible popula- 
tion members) for the AFDC category will 



gradually slow from recetit experience. The 
other exception is in the general assistance 
category, where there is no pronounced long- 
term trend, but which is cyrjlically sensitive; 
the projected rate for general af^:sistance is the 
average rate prevailitig during the entire 
period of the sixties (f).! per 1,000 persons under 
65 years of age). Increases in cash aid per 
recipient in each category are projected at the 
same annual rate*^ as experienced in the period 
from 1060 to 1^"' .s follows: OAA, 2.8 percent; 
AB, 4..-) percent; AFDC, .').7 percent; APTD. 
5.6 percent; and 'tA 8.8 perceiit. Money pay- 
ments (Table 4.2) *or each category represent 
the product of the number of recipients and 
average payment per recipient. No adjustment 
was made in the projections to reflect Federal 
legislation in 1072, under which the Federal 
government will ah^aiiie bi>«ic responsibility 
for providing living allowances for the tuli'^t 
categories (the aged, b'ind, and disabled). 
Similarly, the prc>jections do not reflect poten- 
tial savings ill medical welfare costs luuler the 
law. (See Tables A.3 atid A.4.) 
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Metf-ral Vendor Paymenis. The projections 
assume that these payments in 197.') and 1980 
will be a fiuiction of the 15>69 level of payments, 
the index of growth in recipients, and the index 
of medical care prices. The index of recipient 
growth is estimated at 167.3 in 1975 (1969 = 
lOU) and 180.6 in 1980, the medical care price 
index at 135.5 and 168.8 in 1975 und 1980 
respectively. (See health and hospitals.) 

Other Public Welfare. This category includes 
payments for institutional services in inter- 
mediate care facilities for persons not requiring 
skilled nursing home services, social services, 
administration, employee training, and other 
services. The projections assume that expendi- 
tures for these services will rise proportionately 
to recipieitts and average annual salaries of 
state-looal employees. 

Health and Hoapitala 

Kxpeuuiturt'S for health are projected on 
the basis of the trend of the last half of the 
sixties, rather than the entire period, in view 
of recent developments which seem likely to 
contiiuie in the seventies. In constant dollars, 
the projected rnte of increjwe is 10.5 percent 
annually throughout the seventies. The data 
are converted to a current dollar basis by 
applicatioit of price changes averaging 5.4 
percent from 1970 to 1975 and 4.5 percent 
thereafter to 1980. (These price effects reflect 
a 1.5 percent increase above the rise in the con- 
sumer price index generally, a differential 
based oit experience in the period from 1965 
to 1970.) 

Expenditures for hospitals are projected to 
rise from 1975 to 1980 at the same rate experi- 
enced in the first four years following the 
introductioit of Medicaid and Medicare; i.e., 
12 percent aninially. This rate has been re- 
markably steady h\ recent years, and there 
seems little basis for asstiming a change; in 
the period from 1975 to 1980 the aiumal 
increase is dropped to 10 perceitt, assumiitg a 
slow-dowit in price iitcreases. 

Highways 

Projections for current operations aitd 
capital outlays were developed separately, 
utili/.ing iitforntatioit ptiblished by the Federal 
Highway Adntinistratioit, with data adjtisted 
to a Bureau of the Censtis t)asis. 

Current Operations. The major components 
of current operatioii.s are maiitteimitce, ad- 
ministration, and research. The projections 
assume a contiiniation of the annual rate of 
increase experienced dtiring the period from 
1960 to 1970, adjusted for the rise in main- 
tenance costs, or 2.3 percent aiunially h\ real 
terms. It is assumed that the nuiinteiumce 
cost index will be representative of other com- 
poiteitts of current operations, and that the 
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Table A.4 

Calendar Year 1974 Federal Costs of 
Supplemental Security Income for 
the Aged, Blind, and Disabled, 
and Cliild Welfare Services^ 



(Billions) 









Amount 




Grots 


Currant 


of 


Program 


costs 


law 


Incraaso 


Aged, blind, and 








disabled: 








Benefit payments 


$3.5 


$2.1 


$1.4 


Savings clause for 


.3 




.3 


State supplemen« 






tatlon 








Food programs 




.3 


-.3 


Administrative costs 


.4 


.2 


.2 


Subtotal* a -ad, 


4.2 


2.6 


1.6 


blind, anc 






disabled 








Child welfare services 


.2 


(b) 


.2 


Total 


4.4 


2.6 


1.8 



a. As enacted in Social Security Amendmerits of 
1972 (H.R. 1). 

b. Current law cost is $46 million. 

Source: U.S. Department of Health. Education, 
and Welfare. 



index will contiiuie to rise at a rate 1.5 percent 
in e.X('ei;s of the consumer price index, or by 
5.4 percent annually from 1970 to lyTfj and 
by 4.5 percent annually from 1975 to 1980. 
To arrive at current-dollar projections, these 
price changes (totaling 45 percent in the 
first half of the seventies and 39 percent in 
the latter half) are applied to the constant- 
dollar estimates. 

Cainlal Outlays. Capital expendittires are 
projected to rise by around S800 million an- 
nually from 1970 to 1975, and by 1730 million 
aniuially in the latter half of the seventies. 
The percetitage rates are 0.3 and 4.5 respec- 
tively, for the two periods, as compared with 
an antutal rate of 5.4 percent in the sixties as 
a whole. These rates of change are somewhat 
arbitrary; they take account of higher authori- 
zations recently enacted for Federal grants, 
future growth in Federal Highway Trust Fund 
revenues and in state-^local highway-tiser 
receipts; and jissume a narrowing in the gap 
between Federal authorizations and disbtirse- 
inents. In fiscal years 1969 and 1970 combined, 
total Congressional authorizations for highway 
expenditure were SlO.4 billion, of which only 



Table A.5 

Employment and Payrolls of State-Local Governments* 
Actual and Projected, Selected Calendar Years, 1950-1980 



Numbtr of full-timt Wagtt and talaritt 

tqulvaltfit tmployttt (mllllont) 

Calendar ^ , 

y«ir Total Education Total Education 



Number or amount 



Actual *. 



1950 


3.722 


1.536 


$ 10.368 


$ 4.292 


1955 


4.443 


1.915 


15.992 


6.909 


1960 


5.530 


2.494 


25.16? 


11.852 


1965 


6.849 


3.289 


38.463 


19.230 


1970 


8.501 


4.226 


66.463 


34.398 


Projected : 










1975 


9.726 


4.639 


103.246 


51.354 


1980 


11.056 


5.028 


160.227 


76.124 



Percent increase, selected intervals 



1950-1955 


19.4 


24.7 


54.2 


61.0 


1955-1960 


24.5 


30.2 


57.3 


71.5 


1960-1965 


23.9 


31.9 


52.9 


62.3 


1965-1970 


24.1 


28.5 


72.8 


78.9 


1970-1975 


14.4 


9.8 


55.3 


49.3 


1975-1980 


13.7 


8.4 


55.2 


48.2 


1960-1970 


53.7 


69.4 


164.1 


190.2 


1970-1980 


30.1 


19.0 


141.1 


121.3 



a. Includes all functions— general and other. 

Source; Basic data from U S. Department of Commerce, Bureau of Economic Analysis. Computations 
and prelections by Tax Foundation. 



$8.6 billion wan actually diMbursed. The slower 
rate uf growth as.sume(l in the latter half of 
the seventieK implieH a slowdown in the rate 
of increawe with the completion of the Inter- 
state System. No account is taken of dotustruo 
tion cost trends, since funding depends larf^ely 
on financial arrangements^ and, as shown in 
the text discuK.sion, inflation has generally 
had the effect of reducing the physical volume 
of work done, rather than raising the dollars 
spent. 

Oilier Expenditures 

Kxpenditures for other general functions 
(Table 7.2) are generally based oti the assump- 
tion that real per (lapita rates of increase will 
parallel those of the period from 1960 to 1970, 
and that prices will rise by 3.9 percent atuuially, 
1970-1975, and by 3.0 percent annually. 
1975-1980, An exceptiofi to this general treat- 
mefit was made \u tlie case of sanitatioti and 
sewerage; in that case projectiotis derived 
by the foregoing method were adjusted upward 
by $3,r> billion and $4.0 billion in 1975 and 
1980, respectively, reflectitjg the spread-out 



effects of added spending generated by Federal 
grants under the "clean-water" law enacted in 
1972. 

Projections of employment in education are 
based on estimates prepared by the Office of 
Kducation, U.S. Department of Edtication, 
published in PeojccHom of Educaitonal SiatUim 
to 1979-80. (See Table A.5.) For all other 
functions, it is asstimed that the pcrnetitage 
increase in employment will t>e equal to that 
frorn 1960 to 1970. Average wages are estimated 
to rise at the same rate experieticed duritig 
the same period (5.5 percent annually), with 
an added factor of 9 percent atuuially to allow 
for higher inflation in the seventies than in the 
sixties gctierally. 

Capital outlays for educatioti arid highways 
are projected as described above. These are 
the largest categories of capital spetiding. For 
all other functions, capital p .penditures in 
the years t965-1969 cotistitutcd around 1ft 
percent of outlays for all purposes. The pro- 
jectiotis assume that this same relation.ship 
will hold iu 1975 and 1980. (See Table A.6.) 
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Revenue Projections 



Projections of tax receipts (Table 8.7) are 
haafid nil the tax Htnicturc in efTcot in fiscal 
11)70, adjusted for new state tax enactments 
through October 1U71 (the latter totaling 
14.4 billion). No adjustment is ma<ie for an 
additional tl.O billion in higher state taxe.s 
enacted later in l\)7l am in 1972. (See Tax 
Foundation's Tax Review, ivlarch and Septem- 
ber 1972.) Yields for each tax are projected 
according to the income olasticitieij shown in 
Table 8.0. 

Tables A.7 and A.8 provide some pcrspec* 
tives on the respcmse of the })ro})erty tux to 
economic change. 

Revenues from current charges and fees 
are projected a^s a function of expenditures for 
associated fmu^tionSf with the share of charges 
and fees in relation to total expenditures 
followittg the trend pattern of the sixties 
generally (.see Table 8.9). 

The projections of Federal grants«in-aid for 
purposes otiier than general revo?\ue sharing 
and nuinicipal wa^te treatment nssunie that 
grants will remain at the same share of spending 
for each of the major state-local functions as 
they represented in fisea! year 1971. These 
relationships were n^s follows: 



Function 

Kduoation 
Highways 
Public welfare 
Health and hospitals 
Hovising and urban 

development 
Other 



PercetU financed 
by Federal grania 

11.4 
27.0 
f)3.0 
7.1 

03.1 
8.0 



In other words, the a^umption is that Federal 
aid for these functions will Rrow commen- 
surately with expeiiditures a.s projected inde- 
pendently. The total of grants thus derived 
was i\\vi adjusted vipward to take account of 
general revemie-sharing and the "clean-water" 
law enacted in 1972. It is assumed that general 



revemie*.sharing grants will amount to $0.2 
billion in 1975, r» presently legislated; and 
that Congress will act to continue these grants 
at the level of $0.4 billion in fiscal 1980. The 
projections imply that Federal grants under 
the new "clean-water" law will be spaced out 
over a period of years, and will total $3.5 
billion in fiscal 1975 and $4.0 billion in 1980, 



Table A.6 

Capital Outlay of State-Local 
Governments for All Functions 

Actual and Projected, Selected 
Fiscal Years, 1955-1980 



Fiscal 
ytar 



Capital outlay 



Total Qtntral Utility 





Amount (millions) 


Actual : 








195S 


$10,706 


i 9.544 


$1,162 


1960 


15.104 


13.697 


1.407 


196^ 


20.535 


18.345 


2.190 


1970 


29.650 


27.214 


2.437 


Projected : 








1975 


4? .099 


40,002 


3.097 


1980 


57.909 


53.889 


4.020 




Percent 


Increase, selected 






Intervals 




1955-1960 


41.1 


43.5 


21.1 


1960-1965 


36.0 


33.9 


55.7 


1965-1970 


44.4 


48.3 


11.3 


1970-1975 


45.4 


47.0 


27.1 


1975-1980 


34.4 


34.8 


29.8 


1960-1970 


96.3 


98.7 


73.2 


1970-1980 


95.3 


98.1 


6S.0 



Source; Basic data from U.S. Department of Com* 
merce, Bureau of the Census. Compute* 
tions and projections by Tax Foundation. 



Oveh-All Finance 



ThI)1c A.J) prestMit.s data on the .state-local 
.surplus i)V deficit ot) a tuitiotial income 
cotints hiinU for caletidar periods from IIKM) to 
11)72. 

New .security is.sue.s (Table 9.2) are pro- 
jected on the assumption tliat borrowing will 
tinanee OU percent of capital otithiys, about 
the name as in three of the four latest years 
reported) but liigher than the average of 



around 50 percent earlier in the sixties. The 
shift reflects the relatively lower expected 
weight of highway is.suc8 in the total for the 
seventies. Whereas only about 15 percent of 
highway capital outlay wa8 financed by state-- 
local borrowing in recent years, well over 
two4hirds of capital spending for other func** 
tions was flnanced by bond proceeds). 

The amount of debt retired annually is 
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Table A.7 

Selected Measures Relating to the Economic Base of the 
Property Tax in the Postwar Period 

(Billions) 





194S 




1998 


IKl 


1K€ 


Qrots national product 


$211.9 


$ 419.2 


$ 447.3 


1 520.1 


$ 749.9 


Privately owned national wealth: 






Land and structures 


318.4 


795.1 


885.8 


1,064.9 


1^446. 0 


Realty plus producers durables 








and Inventories 


414.8 


1,099.1 


1.201.6 


1.428.9 


1.941.8 


Gross assessed value of property 






subject to local general property 












taxes 


n.a. 


258.0 


n.a. 


339.5 


457.4 


Gross asf^essed value of real prop- 








erty subject to local general 












property taxes 


209.8 


209.8 


n.a. 


281.9 


393.2 


Estimated market value of locally 








assessed real property 


ri.a. 


700.0 


n.a. 


969.0 


1,277.0 


Property tax revenue* 


5.0 


12.9 


15.0 


19.1 


26.3 



a. Data apply to the fiscal year ending six months following the calendar year Indicated in column 
headings. 

Source? Adapted and updated from material In Dick Netzer» Economics of thB Property Tax, The Brookings 
Institution^ Washington, D.C. 1966. p. 190. Data on national wealth are from Raymond W.Goldsmlth» 
r^e NBtionBl Wealth of the United Stetes in the Postwer Period, National Bureau of Economic 
Research, 1962; and Stetisticel Abgtrect of the United Stete$, 1971, p. 328. originally published In 
U.S. Congress. Institutionel Investor Study Report of the Securities end Exchange Commission Sup* 
plementery Votume /, House Oocumenf 92-64. Part 6, March 10. 1971. All other data are from peri- 
odicals published by the U.S. Department of Commerce—Bureau of the Census, and Bureau of 
Economic Affairs. 



asaumed to be 5.7 percent of long-term debt 
outstanding in each previous year, according to 
recent practices. Projected long-term debt 
equals debt Hi the end of fiscal 1970 plus new 
security issues minus debt retired in succeeding 
years to 1075 and 1980. Short-term debt is 
projected as rising by S1.5 billion a year, accord- 
ing to the 1966-1970 trend. Total debt out- 
standing is the sum of computed figures for 
long^erm and short-term debt outstanding. 
(See Table 9.3.) 

Table A.IO portrays historical changes in 
the composition of state-local debt. 

Table A. 11 compares yields on state-local 
bonds with those on other securities^ 1960-1972. 

Cash and security holdings (Table 9.5) in 
1975 and 1980 are estimated separately 
according to purpose. Long-term debt offsets 
are projected at 8.2 percent of long4erm debt 
outstanding, the same as in the 1966-1970 



average. It is assumed that bond funds will 
amount to 93.4 percent of new security issues 
in the previous fiscal period, as was the case in 
the last half of the sixties. ''All other^' cash 
and security holdings are projected at 3.3 times 
short-term debt outstanding in 1976 and 1980, 
the ratio which prevailed in 1970. 

Projections of other sources and uses of 
funds shown in Table 9.6 are based largely 
on recent experience. Profits on liquor stores 
are increased linearly according to the 1965- 
1970 trend. Deficits on utility operations are 
estimated by separate projections of revenues 
and expenditures at the rates of change experi- 
enced from 1960 to 1970, adjusted for price 
factors. State-local contributions to employee 
retirement funds (excluding those paid from 
general funds wh.ch are already covered in 
general expenditures) are estimated to rise at 
the rate of 13 percent annually, repeating the 
experience of the last half of the sixties. 
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Table A.8 

Changes in Property Tax Revenues 
in Comparison with Selected 
Measures of Income and Wealth 



I annual parcant 
Incraata 



Mtaturt 








Gross national product 


4.4 


7.6 


6.0 


Privately owned national 








wealth: 








Land and structures 


6.0 


6.3 


6.2 


Realty plus producer 








durables and Inven* 








torles 


5.4 


6.3 


5.9 


Gross assessed value o1 








property subject to 








local general prop- 








erty taxes 


5.6 


6.1 


5.9 


Gross assessed value of 








real property sub- 








ject to local general 








property taxes 


6.1 


6.9 


6.5 


Eslmated market value 








of locally assessed 








real property 


6.7 


5.7 


6.2 


Property tax revenue 


8.2 


6.6 


7.4 



Source: Computed from data In Table A.7. 



Table A.9 

State-Local Surplus or Deficit on 
National Income Accounts 



Calendar Years, 1960-1972 
(Millions) 





Oversell 


Surplus, 


Surplus or 




surplus 


social 


deflcltC- ) 


Calendar 


or 


Insurance 


general 


year 


deflcltC- ) 


funds 


funds* 


1960 


1 220 


12.146 


1-1,926 


1961 


-522 


2.291 


-2.813 


1962 


936 


2.516 


-1.580 


1963 


1.186 


2.772 


-1.586 


1964 


1.676 


3.092 


-1.416 


1965 


962 


3.387 


-2.425 


1966 


1.266 


3.728 


-2.462 


1967 


1.533 


4.370 


-5.923 


1968 


-346 


4.975 


-5.321 


1969 


686 


5.698 


-5.012 


1970 


2.815 


6.518 


-3.703 


1971 


4.794 


7.538 


-2.743 


1972i by 








quarters*' 








1 


7.100 


n.a. 


n.a. 


II 


14.800 


n.r 


n.a. 



a. Excluding social Insurance funds. 

b. Seasonally adjusted annual rate. 

Source: U.S. Department of Commerce. Bureau of 
Economic Analysis. 



Tahfe A.10 

Gross Outstanding Debt of Stiite-Local Governments by Type^ 
Selected PtriodSt 1950-1970 



Long«t9rm 

Total 

cl«bt Full faith Non- 

Ymi ouUtandlng Total andcradit guarantaad Short-tarm 



Amount (millions) 



$19,779 $ 3.275 f 1,060 

30.539 U.733 1,995 

41.650 25.151 3.154 

56.417 37.786 5,309 

75.337 56,078 12,155 

Percent of total 



1950 100.0 95.6 82.0 13 6 4 4 

19S5 100.0 95.5 69.0 26.5 4!5 

1960 100.0 95.5 59.5 36 0 4^5 

1965 100.0 94.7 56.7 38.0 5.3 

197D 100.0 91.5 52.5 39 1 8.5 



a. Data represent debt for all functions— general and nongeneral. 

b. End of fiscal years. 

Source; Basic data from U.S. Department of Commerce. Bureau of the Census. Computations by Tax 
Foundation. 



1950 5 24.115 $ 23,056 

1955 44.267 42.272 

1960 69.955 66,801 

1965 99,512 94.204 

1970 143.570 131.415 
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Appendix II 

Text of Treasury Department Fact 
Sheet on Allocations under the 
Revenue-Sharing Act 



Allocations 

The S30.2 billion State and Local Fiscal 
Assistance Act of 1972, more commonly known 
as Revenue Sharing, will provide much-needed 
funds to States and local governments heavily 
burdened ^th high income and property 
taxes. The flrst checks will be mailed as soon as 
practicable to more than 38,000 States and 
communities throughout the United States. 
Interim regulations, designed to provide im- 
mediate guidance to States and local govern- 
ments, will be published to fulfill the require- 
ments of the Act as passed by the House and 
Senate. 

Approximately half of the 1972 payment of 
S5.3 billion will be disbursed this Fall. The 
remaining portion of the 1972 entitlement 
will be mailed early in January 1973. 

This amount will be increased by annual 
increments for each of the four succeeding 
years. The life of the Act runs five years 
beginning January 1, 1972. A total of S5.64 
billion will be paid in fiscal year 1973 in addi- 
tion to the S2.6 billion mentioned above; 
S6.05 billion in fiscal year 1974; S6.20 billion 
in fiscal 1975; S6.35 billion in fiscal year 1976 
and S3.325 billion for July-December 1976. 

The funds will be obtained from individual 
Federal income taxes and will be held in a 
pecial Revenue Sharing Trust Fund in the 
Department of the Treasury. 

Data 

A special study is now being completed by 
the Census Bureau to update the data required 
under the law for determining allocations. The 
Revenue Sharing figures which have been 
published are simply estimates from other 
data, some of it dating back six years. The new 
study will bring the data up to 1971 figures. 
Consequently, the exact amount that each 
government unit will receive will vary from 
these initial estimates. 



QualifiiMtions 

All general-purpose State and local govern- 
ments, including counties, cities, townships, 
boroughs, and villages are qualified for entitle- 
ments. 

Entitlementa 

The State government shall be entitled to 
receive one-third of the total amount allocated 
to that State. The remaining two-thirds of the 
State's allocation shall be divided among the 
units of local governments. 

The money will be apportioned to counties, 
cities and towns using a formula based on 
population multiplied by the general tax effort 
factor, multiplied by the relative income bear- 
ing on the sum of the products determined for 
all such local governments within that State. 

Indian tribes and Alaskan native villages 
which have recognized governing bodies per- 
forming substantia] governmental functions will 
receive an allocation that is part of the county 
total. This special allocation is based on 
population of that tribe or village in relation 
to the county area. 

Two Formulas Used 

The Act allocates trust fund monies to 
States under one of two formulas. Computers 
have taken both formulas into account for 
each state and selected the highest amount. 

One formula is a three-factor formula--the 
population of the State multiplied by the 
relative income factor of that State, multiplied 
by the general tax effort factor of the State as 
it bears to the sum of the products for all 
states on the ratio to 15,300,000,000. 

The other is a five-factor formula which is 
based on general population, urban popula- 
tion, per capita income. State income tax 
collections, and the general tax effort of the 
State. 
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UmUationa 

(Hlipr entitlonuMit items in the Act concern 
niaxiiuiiiii and nnniiuuru limitations on the 
allocations to rounty and other local govern- 
ments within each State. Restrictions which 
are placed on the allocations to country and 
local Rovornments include: 

The |>er capita grant to a unit of local 
government or county area must he greater 
than or e(iual to 20 percent of the State's 
per capita grant. This is determined hy taking 
the sum of the two-thirds of the State aggregate 
amount divided by the State population which 
will give the per capita grant for the State. 

The maximum limitation for any county 
area or local government in the State is 
of the State per capita grant. 

There is a S*J(M) miiiinnuu payment. H -vever, 
the first payment for Janiuiry 1. 1972 ' June 
;iO, 1!)72 will he the minin\al amount paid in 
two parts of $UM) each, the first in the Fall 
and the second early in January, ll)7:i. This 
will he the same in the payment of July- 
Jk'remher 1D70» 

Other Qualification Requirements 

The law gives discretion to communities on 
how they spend their monies, hut the law 
recpiires expenditure and obligation reports. 

These entitlement reports must be published 
in general circulation newspapers within the 
geographic areas of each State and loeal govern- 
ment. The rep<)rts must also be made available 
to all communications Jiiediu within the geo- 
jSraphic area. In this manner all citizens will 
be provided with informaf->n regarding the 
use of Revenue Sharing monies. 

ISo Matching Funds 

Heyenue Sharing funds nmy not be used by 
the State or local governments il< matching 
funds for any Federal program. These ftinds 
may not be used for educatioji. 

Appeals Possible 

If a State or loeal government l)elieves that 
it hits not received equitable treatment, it 
can appeal to the Seeretary of the Treasury 
who will establish procedures to r&solve 
such problems, livery re«tsonable elTort will 
be made to correct dilficiilties which rre 
brought to the attention of the OfHeo of 
Revenue Sharing. 

One Formula Change 

If a State, once it has received Revenue 
Sharing funds, wishes to tailor its allocation 
formula to local problem areas, it has the 
option under the bill to amend its allocations 
by action of the State government once during 
the five-year program. 



If a State believe-n that it is desirable to 
grant a relatively largo portion of the funds 
on the basis of need, it can do this by increasing 
the weight of population by relative income 
levels. Conversely, relatively more funds could 
be distributed on the basis of population 
weighted by tax effort if it is desired to place 
greater emphasis on taxes raised locally. 

Trust Funds 

States as well as local governments are 
recjuired to place Revenue Sharing monies into 
trust funds and account for them separately 
from other funds. This rule was established m 
that the Secretary of the Treasuiy can make 
periodic compliance studies and ('ofigress will 
be assisted later in determining wh(»ther the 
Revenue Sharing program should be continued, 
revised or terminated at the end of the five-year 
period. 

The Secretary of the Treasury will report 
to the Congre.ss not later than .March 1 of 
each year on the operation and status i)f 
Revenue Sharing allocations during the 
previous year. 

Normal Audit Procedures 

In order to aid and assist in the audit pro- 
cedures, ea(rh State and local government 
must use fiscal, accounting and audit procedures 
which conform to thegtiideUnes established by 
the Secretary of the Treasury and Comptroller 
General. The guidelines will provide that in 
most situations the States and localities will 
be permitted to follow their normal accounting 
procedures. 

^ Ka(^h governmental unit must provide to the 
Secretary and the Comptroller (General of the 
United States on reasonable notice access to 
and the right to examine such books, 
documents, papers or records as they may 
reasonably require for purposes of reviewing 
compliance with this Act. 

Anti'Discrimination 

The law stipulates that no person shall on 
the ground of race, color, national origin or 
sex be excluded from participation in, bo 
denied the benefits of, or be subjected to 
dis(!rimination under a program or activity 
funded in whole or in part with Revenue 
Sharing funds. 

Other Qualifications 

^ In order to (pialify for paymeiits, each 
State or local goverimient nmst, for each 
entitlement period beginning ow or after July 
I, 1973, establish in advance a mnnber of 
matters to the satisfaction of the Seeretary, 
These iticlude the setting up of a trust fund; 
use of the amounts and interest during a 
reiisonable period of time and the use of monies 
only for priority expendittires. 

115 



.f c 



"Priority expenditures'' mean: 

(1) Ordinary and necessary maintenance and 
operating exj)ense.s for — 

(a) Public Safety (including law enforce- 
ment, fire protection and building code en- 
forcement). 

(b) Environmental protection (including seW" 
age disposal, sanitation and pollution abate* 
ment). 

((0 Public transportation (including transit 
systems and streets and roads). 

(d) HealUi. 

(e) Hecreation. 

(f) Libraries. 

(g) Social services for the poor or aged, and 

(h) Financial administration; and 

(2) Ordinary and necessary capital expendi- 
tures authorized by law. No unit or local 
government may use entitlement funds for 
non-priority expenditures which are defined 



OS any expenditures other than those included 
in (1) and (2) above. The chief executive 
odicer of each un;t of local government must 
certify to the Sccrf»tary that entitlement funds 
received by it hav<* been used only for priority 
expenditures as required by the Act. 

Prevailing Wagea 

Prevailing wage rates are to be followed. 
Each governmental unit must agree that 
persons employed in jobs financed in whole or 
in part out of its trust fund are to be paid 
wages not lov^er than the prevailing rates of 
pay for persons employed by that government. 

The penalty provisions in the Act contain 
authority to withhold payments if a State, or 
local government fails to comply with pro- 
visions of the Act, has had reasonable time for 
a hearing and has not taken corrective action 
within a 60-day period. Money withheld by 
the Secretary of the Treasury will be trans- 
ferred from the trust to the general fund. 
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